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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

KRISTIN K. MAYES, Chairman
GARY PIERCE

PAUL NEWMAN

SANDRA D. KENNEDY

BOB STUMP

IN THE MATTER OF THE APPLICATION OF DOCKET NO. W-01303A-09-0343
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS ANTHEM
WATER DISTRICT AND ITS SUN CITY
WATER DISTRICT.

IN THE MATTER OF THE APPLICATION OF DOCKET NO. SW-01303A-09-0343
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A INTERVENER ANTHEM
DETERMINATION OF THE CURRENT FAIR COMMUNITY COUNCIL’S INITIAL
VALUE OF ITS UTILITY PLANT AND POST-HEARING BRIEF

PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS
ANTHEM/AGUA FRIA WASTEWATER
DISTRICT, ITS SUN CITY WASTEWATER
DISTRICT AND ITS SUN CITY WEST
WASTEWATER DISTRICT

The Anthem Community Council (“Anthem”) hereby submits its Initial Post-Hearing Brief.
L
BACKGROUND
Arizona-American Water Company (“AAWC” or the “Company”) is a wholly-owned
subsidiary of American Water Works Company, Inc. (“American Water”).! American Water is the

largest, as measured both by operating revenue and population served, investor-owned water and

1 Direct Testimony of Paul G. Townsley, Exh. A-3 at 1.
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wastewater utility company in the United States.”> In 2007, American Water generated
approximately four times the operating revenue of the next largest investor-owned company in the
United States water and wastewater business.’ In addition to AAWC, American Water owned
regulated water and wastewater utilities in 19 other states in 2008. Approximately 83.3% of
American Water’s 2008 operating revenue from its regulated water utilities was generated from its
seven largest states, as measured by operating revenues.” The following table, which appears in
American Water’s Form 10-K filed with the Securities and Exchange Commission for the period
ending December 31, 2008, sets forth American Water’s operating revenue and number of
customers as of December 31, 2008 for the states where American Water’s regulated subsidiaries

provided services:®

Operating
Revenue Number of

(8 in millions % of Total Customers % of Total

Pennsylvania 4479 215 % 648,958 195 %

Missouri - 181.1 87 % 456887 138 %

California ” o 1286 62 % 170,853 5.1 %
Subtqtal (Top Seven States)

Total Regulated Businesses $2,082.7 - 100.0 % 3,321 , 15 1000 %

+ Includes data from our operating subsidiaries in the following states: Arizona, Georgia, Hawaii, lowa, Kentucky,
Maryland, Michigan, New Mexico, New York, Ohio, Tennessee, Texas and Virginia.

Notably, the table reflects that revenue generated from the activities of AAWC is merely included,
along with revenues derived from 12 other states, in the category of “other.”

AAWC is now requesting that the Arizona Corporation Commission (the “Commission’)
allow an increase in water rates for its customers residing within the Anthem Water District of

approximately 82% and an increase in wastewater rates for its customers residing within the

2 American Water Works Company, Inc. Form 10-K for the period ending December 31, 2008, Exh. Anthem-17 at 3.
31

41d. at 10.

3.

6.
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Anthem/Agua Fria Wastewater District of approximately 61%, based on a calendar 2008 test year.”
AAWC’s proposed rate increases would translate into a monthly increase in the average Anthem
Water District residential bill of $27.43 (from $33.33 to $60.76) and into a monthly increase in the
average Anthem/Agua Fria Wastewater District residential bill of $31.96 (from $52.12 to $84.08).°
By any standard or measure, these increases constitute “rate shock” in a community that already
pays some of the highest water and wastewater charges in the State of Arizona and whose residents
are struggling ﬁnanciaﬂy during this recession. On June 21, 2010, the Arizona Republic reported
that the number of foreclosures in the Anthem community quadrupled during the first five months
of 2010.° Further, the Anthem Community Council was forced to write off 305 homeowner
association accounts totaling $433,608.19 in May due to the financial circumstances of those
homeowners resulting from the recession.’” It is against this backdrop that AAWC’s claim of gross
unfairness to American Water, as its sole shareholder,'' must be scrutinized and it is against this
backdrop that Anthem respectfully submits the following resolution(s) for the issues discussed
below.
IL.
PHASE ONE-RATE BASE ISSUES

A. Introduction.

Anthem is proposing several rate base adjustments set forth in this Section II, including
several alternatives for resolving the Pulte refund issue and a recommendation regarding the
reduction of the rate base allocation of the Northwest Treatment Plant book value to the

Anthem/Agua Fria Wastewater District.

7 AAAWC’s Final Rate Design Schedules.

8 These numbers were derived from information set forth in AAWC’s Final Rate Design Schedules and Staff’s Final Schedule JMM-2 and are based
upon on the average monthly bills for Anthem residents with 5/8 inch meters using a stand-alone rate design and assuming that a typical 5/8 inch
residential customer of the Anthem Water District has a median usage of 8,000 gallons and a typical 5/8 inch residential customer of the
Anthem/Agua Fria Wastewater District has a median usage of 7,000 gallons.

9 Betty Reid, Anthem Foreclosures Increase at Rapid Rate, Arizona Republic, June 21, 2010, available at
hitp://www.azcentral.com/news/articles/2010/06/21/2010062 1 anthem-foreclosure-rate html#ixzz0sDiyK 7Q0.

104,
11 Rebuttal Testimony of Paul G. Townsley, Exh. A4 at 10.
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B. The $23.3 Million in AAWC’s Post-2005 Refunds to Pulte Should Be Permanently
Excluded from the Rate Base and Denied Any Related Ratemaking Recognition.

The combined fair value of the Anthem Water District and the Anthem/Agua Fria
Wastewater District rate base determined by the Commission in AAWC’s last rate case affecting
Anthem was $56.4 million.> For the current 2008 test year, AAWC is requesting significant
increases in rate base, including a 36% increase for Anthem residents from the 2005 test period
rate base, which arises from the March 31, 2008 $20.2 million refund payment (the “2008
Refund”) made by AAWC to Pulte Corporation (“Pulte”) pursuant to the Agreement for the
Villages At Desert Hills Water/Wastewater Infrastructure, dated September 28, 1997, between
Citizens Water Resources (“Citizens™), as predecessor in interest to AAWC, and Del Webb
Corporation, as predecessor in interest to Pulte, as amended (the “Infrastructure Agreement”).”
The Infrastructure Agreement requires AAWC to pay to Pulte approximately 100% of developer
advances in aid of construction (“AIAC”) through a series of payments, including a $3.1 million
refund in 2007 (the “2007 Refund” and, together with the 2008 Refund, the “Disputed Refund
Payments™), based upon the number of residential or commercial units connected to the Anthem
water and wastewater facilities in a given year.

In its Pre-Hearing Memorandum, attached hereto as Exhibit A and incorporated herein by
reference, Anthem demonstrated that the Commission should (i) permanently exclude from
AAWC’s rate base, and (ii) deny any associated ratemaking recognition of the Disputed Refund
Payments relevant to this rate case because the Infrastructure Agreement has never been duly
approved by the Commission as required by Arizona law and by the express provisions of the
Infrastructure Agreement itself." The following is a brief summary of Anthem’s legal analysis as

set forth in its Pre-Hearing Memorandum. First, Sections 40-301 ef seq. of the Arizona Revised

12 Arizona Corporation Commission Order 70372, Docket No. WS-01303A-06-0403 at 56.

13 Direct Testimony of Dan L. Neidlinger, Exh. Anthem-1 at 3-4. Amendments to the Infrastructure Agreement include the Letter Agreement, dated
November 24, 1998, the First Amendment to Agreement for Anthem Water/Wastewater Infrastructure, dated May 1, 2000, the Second Amendment
to Agreement for Anthem Water/Wastewater Infrastructure, dated September 1, 2000, the Third Amendment to Agreement for Anthem
Water/Wastewater Infrastructure, dated December 12, 2002, and the Fourth Amendment to Agreement for Anthem Water/Wastewater Infrastructure
dated October 8, 2007 (the “Fourth Amendment”).

14 1 the Company response to Anthem data request 2.2, Company witness Townsley acknowledges that the Commission has never issued a
decision approving the Infrastructure Agreement. Exh. Anthem-4.

-4-
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Statutes (“A.R.S.”) permit public service corporations to issue stocks, stock certificates, bonds,
notes and other evidences of indebtedness that are payable more than 12 months from the date of
issuance only when authorized by, and on terms consistent with, an order of the Commission. Any
stock, stock certificate, bond, note and other evidence of indebtedness issued without a prior valid
order of the Commission is void.

In a Tenth Circuit case ruling on the issue of whether a loan commitment could
appropriately be termed a “security” under federal law, the court stated that: “The term ‘evidence
of indebtedness’ is not limited to a promissory note or other simple acknowledgement of a debt
owing and is held to include all contractual obligations to pay in the future for consideration
presently received.””® In this instance, the Infrastructure Agreement reflects the contractual
obligation of AAWC to repay in the future, funds that Pulte’s predecessor in interest provided to
AAWC’s predecessor in interest to acquire and construct Anthem’s water and wastewater facility.
Further, in Decision 70372 the Commission acknowledged that AAWC secured its repayment
obligations to Pulte through the issuance of two letters of credit in the respective amounts of
$20,266,122 (representing the 2008 Refund) and $6,742,041 (representing the 2010 Refund)
respectively.'® Therefore, because the terms of the Infrastructure Agreement set forth AAWC’s
liability for its long-term indebtedness to Pulte, evidenced and secured by AAWC’s issuance of
letters of credit, the Infrastructure Agreement clearly fits within the purview of A.R.S. §§ 40-301 et
seq. and the Disputed Refund Payments are void for want of the requisite prior Commission
authorization.

Similarly, AAWC and its predecessor failed to secure the Commission’s prior approval
pursuant to A.A.C. R14-2-406 of the Commission’s rules and regulations. As further described in
Anthem’s Pre-Hearing Memorandum, A.A.C. R14-2-406 governs the terms of main extension
agreements, requires the Commission’s approval of all main extension agreements, and prescribes
a ten percent/ten year refund formula as a guideline for the refund of AIAC. A.A.C. R14-2-406

does allow for alternative refund arrangements if, however, prior Commission approval of the

15 U.S. v. Austin, 462 F.2d 724, 736 (10th Cir. 1972) (citing Keller v. City of Scranton, 49 A. 781, 782 (1901), and Nelson v. Wilson, 264 P. 679, 682
(1928).
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“shall be immediately due and payable to the person making the advance.

refund arrangement as required by A.A.C. R14-2-406(M) has been obtained. If prior Commission
approval is not obtained, then advances made under the provisions of an unapproved agreement
»17 In this instance,
where the refund structure set forth in the Infrastructure Agreement is substantially different from
the guideline set forth in A.A.C. R14-2-406(D), and the requisite prior Commission approval was
not obtained, there is a question of what regulatory action and ratemaking treatment is now
appropriate since virtually all of the funds advanced under the Infrastructure Agreement have
already been refunded.

Anthem submits that the appropriate means for resolving this question and the issue related
to the lack of Commission approval under A.R.S. §§ 40-301 ef seq. and A.A.C. R14-2-406 is to
(1) exclude from AAWC’s rate base, and (ii) deny any associated ratemaking recognition of the
Disputed Refund Payments. Anthem’s proposed treatment of the Disputed Refund Payments is
particularly appropriate in light of both the December 4, 2001 Commission Staff Report and the
Commission’s June 5, 2002 Decision No. 64897," which express a concern that the Infrastructure
Agreement contains “unequal refunding structures . . . that may be inconsistent with the

Commission’s standards.”"

Further, AAWC’s unapproved and unusual refund arrangement has
produced significant unintended, but perhaps known, consequences. In that regard, the Minutes of
the Regular Meeting of the Board of Directors of Arizona-American Water Company on July 18,
2005 demonstrate that AAWC was aware that the accelerated build-out of the Anthem community
ten years® ahead of schedule could require the Disputed Refund Payments to become due in 2007,
with payment of the Disputed Refund Payments showing up in AAWC’s rates to Anthem

customers years in advance of the dates indicated to the Commission in the 1998 CC&N

proceedings.”’ Exhibit S-2, attached hereto as Exhibit B, originally filed in the 1998 CC&N

16 Commission Decision No. 70372 at 39; Section 7 of the Fourth Amendment.

1_7 Approval also was not obtained for a “waiver” or deviation from A.A.C. R14-2-606(C)(5) which requires that all funds advanced for sewer and
wastewater infrastructure which are not refunded within five (5) years from the date of advance become contributions in-aid-of construction. For a
further discussion of A.A.C. R14-2-606, see Exhibit A at 23.

18 Docket Nos. WS-03454A-00-1022 and WS-03455A-00-1022.

19 Pecision No. 64897 at 6 citing the Staff Report at 3. -

20 Examination of Charles Enoch, Tr. 721:18-22, Docket No. WS-01303A-06-0403.
21 Exh. S-1at2.
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proceeding, shows that the Commission was led to believe that (i) the average increase in Anthem
Water District rates over 1999 rates would not exceed 14.50% through 2008, and would not exceed
37.40% through 2013; and, (ii) the average increase in Anthem Wastewater District rates over
2000 rates would not exceed 7.30% through 2008, and would not exceed 12.17% through 2014.
As a consequence, it is reasonable to conclude that the Commission might not have approved the
rates initially authorized for Anthem water and wastewater customers, had it realized the
magnitude of future rate increases necessitated by the refunding arrangement and formula provided
for in the Infrastructure Agreement which were not supported by any economic feasibility analysis.
Anthem’s proposed permanent exclusion of the Disputed Refund Payments from rate base
and the denial of related ratemaking recognition are intended to address the aforesaid “unintended
consequences” dilemma. The financial impact of the Commission’s acceptance of Anthem’s
proposal to exclude $23.3 million of the Disputed Refund Payments from rate base is set forth on
Schedule Anthem Legal-1 and Schedule Anthem Legal-2, which are attached hereto as Exhibit C.

C. If the Commission Does Not Disallow All of the Disputed Refund Payments, Other
Adjustments to Rate Base Should Be Made.

1. Any portion of the Disputed Refund Payments that cannot be shown by
AAWC to be reasonable and proper should be permanently excluded from
the rate base and denied any related ratemaking recognition.

In Decision No. 70372, the Commission’s comments indicated that although the payment
of the Disputed Refund Payments had not been alleged to be imprudent or improper in that case,
the Commission’s determination on the matter was not intended to have any dispositive bearing on
the issue in any subsequent case filed by the Company.” Anthem believes that now is the time to
raise the issue of the reasonableness of the Disputed Refund Payments and that the burden of proof
in that regard is on the Company.

AAWC has suggested that because the Disputed Refund Payments relate to water and
wastewater facilities that have been used and useful for approximately ten years, the entire $23.3

million in Disputed Refund Payments should be fully included in rate base and fully accorded

22 Decision No. 70372 at 43.
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related ratemaking recognition.” However, because of the impending significant rate impact on
Anthem residents and the controversy regarding the legality of AAWC’s obligation to make the
Disputed Refund Payments, Anthem believes that AAWC should not be allowed ratemaking
recognition of the payments related to the Infrastructure Agreement without first proving that the
Disputed Refund Payments are reasonable and proper. Again, the record in this case and the
record in previous AAWC rate cases indicate that the Disputed Refund Payments may not be
reasonable and that the Infrastructure Agreement “includes unequal refunding structures, cost caps,
priority services, and penalties that may not be in line with [the] Commission’s standards.”
Further, the Minutes of the Regular Meeting of the Board of Directors of Arizona-American Water
Company on July 18, 2005 indicate that (i) AAWC was aware that Citizens agreement to refund
100% of developer-funded development costs deviated from the usual practice of developers to
include approximately 50% of development costs in home prices; and, (ii) AAWC’s obligation to
refund 100% of such development costs was a result of “great competition” among prospective
water and wastewater providers to win the Anthem project.”

It is patently unfair and against the public interest to saddle the customers of a public utility
with Disputed Refund Payments originating from an allegedly “private” agreement where the
parties thereto had no public accountability and unfettered discretion to negotiate self-serving
terms to the substantial detriment of unprotected third-party ratepayers. Therefore, consistent with
Decision No. 71410, any portion of the Disputed Refund Payments that AAWC is unable to prove
to be reasonable and proper should be permanently excluded from rate base and from related
ratemaking recognition.”

2. Alternatively, the Disputed Refund Payments could be temporarily excluded

from rate base and related ratemaking recognition in order to mitigate rate
shock.

When evaluating rate shock, both the magnitude of the percentage increase and the dollar

23 See Direct Testimony of Paul G. Townsley, Exh. A-3 at 10.
24 Supra FN 18; for a further discussion, see Exhibit A attached hereto.
25 Exh. S-1at 2.

26 1 Decision No. 71410, Docket Nos. W-01303A-08-0227 and SW-01303A-08-0227, the Commission denied the inclusion of “estimated,
unsupported costs” where the Company, who had the burden of demonstrating that plant was used and useful, was unable to provide known,
measurable costs. Decision No. 71410 at 26.

-8-
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impact must be considered.” If, for instance, a 100% increases equates to only a few dollars per
month it is unlikely that rate shock will occur. However, with respect to the Anthem residential
customers, the Company’s requested $27 per month increase in average residential water bills and
requested $32 per month increase in average residential wastewater bills, for a total increase of $59
per month, if approved, would have a significant financial impact and accordingly should be
viewed as rate shock.”

One logical approach to mitigate the rate shock, proposed by Anthem witness Mr. Dan
Neidlinger, is to remove the water and wastewater plant and related accumulated depreciation
associated with the 2007 Refund and the 2008 Refund from plant in service for purposes of
ratemaking in this proceeding. The net plant would be “parked” or deferred and then transferred
into plant in service ratably over the five year period of 2009 through 2013, with the transfer of
40% or $8 million of the aggregate 2007 Refund and 2008 Refund to plant in 2010.” Accordingly,
it is conceivable that the Company could be earning a return on this portion of the refund by the
year 2012, depending on the filing of its next rate case. Similarly, 80% or $16 million of the
aggregate 2007 Refund and the 2008 Refund would be eligible for ratemaking recognition by the
end of 2012 thereby enabling the Company to be earning a return on the bulk of the 2007 Refund
and the 2008 Refund by the year 2014, again depending on rate case timing. The 2010 Refund
would be accorded the same treatment but transferred to plant in service over the five year period
of 2011 through 2015. Depreciation on all of the Pulte ATAC plant would be stayed as reclassified
to plant in service.”

For accounting purposes, since the AIAC was used to fund infrastructure that is recorded in
many separate plant accounts, the most efficient accounting would be the establishment of two
control plant accounts: one for gross utility plant and one for accumulated depreciation. These
would be contra control accounts. The offsetting entries for both gross plant and accumulated

depreciation would be recorded in separate plant held for future use accounts. Accumulated

27 Direct Testimony of Dan L. Neidlinger, Exh. Anthem-1 at 3.
28 Supra FN 8.
29 14. at 4; Surrebuttal Testimony of Dan L. Neidlinger, Exh. Anthem-3 at 3.
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depreciation would be based on overall accumulated depreciation percentages at December 31,
2008, the end of the test year. The accumulated depreciation percentages are 14.93% for water
plant and 17.38% for wastewater plant.*’

As shown on Schedule Anthem-3, attached hereto as Exhibit C, these plant deferrals
coupled with a lower rate of retufn reduces the requested increase in water revenues to 56%.
Similarly, the increase in wastewater revenues is reduced to 63%. AAWC indicated in response to
Anthem’s first data request that $14.9 million of the 2008 Refund was water plant and the
remaining $5.3 million was wastewater plant. By applying the 14.93% accumulated depreciation
percentage for water plant and the 17.38% accumulated depreciation percentage for wastewater
plant, the net plant adjustments to water and wastewater rate base are $12.7 million and $4.4
million, respectively.”” As demonstrated on Schedule Anthem-3, this alternative ratemaking
treatment provides for gradual increases in rate base in contrast to the sudden and dramatic
increases in rate base which would result from the Company’s proposal.”

Anthem witness Mr. Michael Arndt testified that the Disputed Refund Payments represent
abnormal and extraerdinary events which need to be addressed for ratemaking purposes. The
Company’s request to immediately and fully include the Disputed Refund Payments in rate base
and to accord related ratemaking recognition would result in substantial increases in average
Anthem residential water and average residential wastewater bills, thereby producing rate shock.
Mr. Arndt believes that Mr. Neidlinger’s plan properly addresses and mitigates the attendant
problem of rate shock.*

However, AAWC witness Mr. James Jenkins asserted that Mr. Neidlinger’s ratable transfer
plan would have adverse financial consequences to AAWC, due to a perceived need to comply

with financial accounting standards ASC 980-340 (formerly SFAS 92) pertaining to phase-in plans

30 pirect Testimony of Dan L. Neidlinger, Exh. Anthem-1 at 4.
3114 at4-s.

3214 at 5-6.

33 See id. at 6.

34 Direct Testimony of Michael L. Arndt, Exh. Anthem-13 at 4.
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and ASC 980-360 (formerly SFAS 90) pertaining to plant disallowance.”

SFAS 92 was adopted in the late 1970’s in recognition that the increasing cost of electric
generating facilities were resulting in significant rate increases based on conventional rate-making
methods. In these instances, some regulators allowed phase-in plans to moderate the initial rate
increases. SFAS 92 requires allowable costs deferred for future recovery under a phase-in plan
related to plants completed before January 1, 1988 to be capitalized in certain instances. However,
for plants, like the Anthem plants, where completion occurred after January 1, 1988, any allowable
costs deferred under any phase-in plan would not be capitalized. “Instead, those costs would be
recognized in the same manner as if there were no phase-in plan.” [Emphasis added]*
Accordingly, whether or not the Commission approves Mr. Neidlinger’s ratable plant transfer plan,
AAWC’s financial reporting would remain the same under SFAS 92. Therefore, SFAS 92 is not
an impediment to the Commission’s adoption Mr. Neidlinger’s ratable plant transfer plan.”’

Mr. Jenkins also argues that SFAS 90 provides guidance on cost disallowances. SFAS 90
states that when it becomes probable that part of the cost of a recently completed plant will be
disallowed for ratemaking purposes and a reasonable estimate of the amount of disallowance can
be made, then that amount will be deducted from the reported cost and recognized as a loss.*
SFAS 90 was issued in December 1986 to address the abandonments of plants and disallowances
of costs of electric utility plants. In that regard, SFAS 90 does not address refunds relating to prior
AIACs.” In addition, the Company has not abandoned any water or wastewater plant in this case;
and Anthem’s ratable plant transfer proposal does not contemplate or require a disallowance of

utility plant. Rather, Neidlinger’s proposal addresses the timing of ratemaking recognition. SFAS

190, therefore, does not apply in this case, and to Mr. Arndt’s knowledge, there have been no prior

water or wastewater rate cases or utility commission decisions in the United States which SFAS 90

has been used as a reason to reject or decline to adopt a ratable plant transfer plan such as proposed

35 pre-Filed Surrebuttal Testimony of James M. Jenkins, Exh. A-44 at 3-6.

36 Financial Accounting Standards Board Original Pronouncements As Amended, Statement of Financial Accounting Standards No. 92 at FAS92-1.
37 Direct Testimony of Michael L. Amdt, Exh. Anthem-13 at 6.

38 pre_Filed Surrebuttal Testimony of James M. Jenkins, Exh. A-44 at 5.

39 Direct Testimony of Michael L. Arndt, Exh. Anthem-13 at 7-8.
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by Mr. Neidlinger.®® In connection with the foregoing, Mr. Jenkins acknowledges that plant
disallowance could be avoided under SFAS 90 if the Commission guaranteed to the Company the
automatic future recovery of the Disputed Refund Payments over a short period of time.*

3. Alternatively, the Commission could include the 2008 Refund in current rate
base but phase-in recognition of the rate of return thereon.

In recognition of the Commission’s obligation to balance the interests of AAWC and the
ratepayers, the Commission could allow AAWC to include the full amount of the 2008 Refund in
rate base in the current rate case, but order a phase-in of recognition of the ROR thereon, beginning
with the instant case. This approach would allow AAWC to realize an immediate return on its
Anthem plant investments while recognizing that AAWC has benefited from the interest-free use
of plant financed with AIAC for many years.* Further, this approach would mitigate, in a more
limited fashion, the rate shock that would otherwise result from the rates sought by AAWC in this
case.

D. A Smaller Portion of the Northwest Treatment Plant Cost Should be Allocated to the
Anthem/Agua Fria Wastewater District for Stand-Alone Ratemaking Purposes.

The discussion in this section assumes the continued mini-consolidation of two of AAWC’s
wastewater districts, the Anthem wastewater district and the Agua Fria wastewater district. Absent
a decision by the Commission to consolidate all of AAWC’s water and wastewater districts in the
State of Arizona, there is no substantial reason for the continued consolidation of these two
districts for ratemaking purposes. Therefore, if the Commission does not order the consolidation
of rates among all of AAWC's wastewater districts within Arizona, then, as further set forth in
Section IV.C.3. hereof, the deconsolidation of the Anthem and Agua Fria wastewater districts for
cost allocation and rate design purposes should be implemented as part of any final Commission
decision in this proceeding.

In any event, the Anthem/Agua Fria Wastewater District should be allocated a smaller

40 17 a8
41 Cross-Examination of James M. Jenkins, Phase II Tr. 520:8-14.
42 Direct Examination of Michael L. Atndt, Phase I Tr. 591:11-20.
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portion of the Northwest Treatment Plant than the amount proposed by Staff and accepted by
AAWC. Staff recommends a $1,039,823 downward adjustment to the total book value of the
Northwest Treatment Plant allocated to the Anthem/Agua Fria Wastewater District to reflect
currently anticipated relative capacity demands as between the Anthem/Agua Fria Wastewater
District and the Sun City West Wastewater District respectively. This adjustment would result in
the allocation of 28% of the Northwest Treatment Plant book value to the Anthem/Agua Fria
Wastewater District (down from 32% in the prior rate case) and the allocation of 72% of the
Northwest Treatment Plant book value to the Sun City West Wastewater District (up from 68% in
the prior rate case).” However, according to Mr. Neidlinger, the 28% allocation of the Northwest
Treatment Plant book value to the Anthem/Agua Fria Wastewater District exceeds, by a wide
margin, the percentage that should be used for ratemaking purposes in this case.* Schedule
Anthem-4, attached hereto as Exhibit C, shows historical customer growth rates for Northeast
Agua Fria (“NEAF”), the projected growth rates calculated by Staff and Anthem’s revised growth
rate calculations.

As Mr. Neidlinger noted, Staff made a material error in its historical customer growth rate
calculation and compounded the error by then assuming that customer growth in NEAF would
increase linearly at this rate in the future. Staff assumed that there were no customers in the NEAF
service area at the end of 2004 but in fact Staff’s engineering report in the 06-0491 case shows 602
customers receiving service in the NEAF service area in January 2005. Using this customer count,
the customer increase for the five-year historical period would be 2,214 customers (443 customers
per year) rather than 2,816 customers (704 customers per year) as estimated by Staff. Correcting
this error alone would reduce the percentage allocated to the Anthem/Agua Fria Wastewater
District to 23%.%

In addition, historical growth rate should not be used to project future growth in the NEAF

service area because it fails to consider recent changes in economic conditions. For instance, due

43 Direct Testimony of Gary T. McMurry, Exh. S-5 at 13.
44 Surrebuttal Testimony of Dan L. Neidlinger, Exh. Anthem-3 at 4.
45 (Paragraph) id. at 4-5, Direct Examination of Dan L. Neidlinger, Phase I Tr. 851:16-23.
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to the slow housing market, NEAF experienced a negative growth of 59 customers in 2008 and an
increase of only 98 customers in 2009. Mr. Neidlinger recommends a growth rate for NEAF of
111 customers per year for the four year period of 2010 through 2013 by averaging the customer
growth rate for the years 2007 through 2009. Staff’s projected growth rate does not reflect actual
growth since the 2008 test year. Staff projected 3,520 customers at the end of 2009 compared with
the actual count of 2,914. This represents a 606 customer or 21% forecast error in one year.
Further, given the current and forecasted economic situation, NEAF is unlikely to achieve Staff’s
projected customer count of 4,224 at the end of 2010, which is less than six months from today.
Using Mr. Neidlinger’s more feasible customer growth projection, a 16.5% allocation percentage
of the Northwest Treatment Plant book value to the Anthem/Agua Fria Wastewater District, based
on the same calculation assumptions for maximum peak day flows per customer used by Staff, is
appropriate.*
IIL.
PHASE ONE-COST OF CAPITAL/RATE OF RETURN

The Staff has recommended, and AAWC has consented to, a 7.20% Rate of Return
(“ROR”™) based on the cost of equity estimates for AAWC that range from 9.70% using the
discounted cash flow method (“DCF”) to 10.00% using the capital asset pricing method
(“CAPM™).* The Residential Utility Consumer Office (“RUCO”) has recommended a 6.77%
ROR, based upon a 9.50% cost of equity capital that falls within the range of results obtained
through DCF (5.24%) and CAPM (9.75%) methodologies.”® Anthem supports a ROR not to
exceed 6.77% and agrees with RUCO that this ROR is sufficient to attract equity investors.

However, Anthem believes that the 6.77% ROR can be further decreased to recognize market

46 (Paragraph) Surrebuttal Testimony of Dan L. Neidlinger, Exh. Anthem-3 at 5-6. Schedule Anthem-5, Exhibit C, shows the calculation details
supporting Staff’s 28% allocation percentage and Anthem’s recommended allocation percentage of 16.5% (rounded up from the 16.41% calculated
percentage). Adjustments to reduce rate base and increased operating income due to the lowering of the allocation factor to 16.5% are shown on
Schedule Anthem-6, Exhibit C. A reduction of approximately $2.5 million is proposed by Anthem for Staff’s rate base and the Company’s rebuttal
rate base. A larger reduction, approximately $3.3 million, is proposed for RUCO’s rate base since it includes a 32% cost allocation factor of the
Northwest Treatment Plant. Corresponding increases to operating income are $127,316 for Staff and the Company and $253,935 for RUCO.
Schedule Anthem-7, Exhibit C, shows the effect on revenue requirements of combining the Northwest Treatment Plant adjustment and the 2008
Refund adjustment, As indicated on that schedule, these adjustments reduce Staff’s proposed wastewater increase from 58% to 45%. RUCO’s
proposed increase is reduced from 61% to 46% and the Company’s proposed increase of 61% is reduced to 49%.

47 Direct Testimony of Juan C. Manrique, Exh. S-3 at 10; Rebuttal Testimony of Thomas M. Broderick, Exh. A-7 at 4.
48 Direct Testimony on Cost of Capital of William A. Rigsby, Exh. R-3 at 36-37, 59.
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realities.”” In its financing application, Docket No. WS-01303A-09-0407, dated August 26, 2009,
the Company represented to the Commission that American Water Capital Corporation
(“AWCC”), a wholly-owned subsidiary of American Water, is the primary financing entity for all
of American Water’s subsidiary utility companies. In American Water’s 2009 Annual Report,
AWCC’s weighted average short-term interest rates dropped from 3.51% during 2008, computed
on a daily basis, to 0.75% on December 31, 2008. Similarly, in 2009, AWCC’s weighted average
short-term interest rates declined from 0.82%, computed on a daily basis, to 0.39% on December
31, 2009. RUCO’s ROR includes a 3.4% cost of short-term debt. Accordingly, Anthem
recommends a further decrease of the 6.77% ROR to reflect the Company’s aétual lower cost of

capital.®

IV. PHASE TWO - RATE CONSOLIDATION AND RATE DESIGN

A. Introduction.

The Commission should consolidate all of AAWC’s water and wastewater districts in the
State of Arizona through a five-step implementation plan. Rate consolidation is a long-term
solution that, over the long haul, benefits all customers.” In order to achieve the maximum
benefits of consolidation articulated below, Anthem recommends company-wide consolidation.*
Partial consolidation (such as recommended by Staff) is not consistent with the purposes of
consolidation and would not provide any meaningful improvement for Anthem residents over the

current stand-alone rate design.

49 See aiso opinion and supporting materials filed by Stephen P. Pubr as public comment with the Commission’s docket control on April 28, 2010.
50 Cross-Examination of Dan L. Neidlinger, Phase I Tr. 861:12-862:13; Exh. R-8 at 118.
51 Direct Examination of Paul G. Townsley, Phase II Tr. 347:14-352:5.

52 RUCO has received 80 pieces of correspondence from Anthem ratepayers and the vast majority of them do indicate support for rate
consolidation. Direct Examination of Jodi A. Jerich, Phase II Tr. 1088:13-21, 1095:18. Anthem acknowledges that RUCO has also received
correspondence opposing consolidation and that RUCO may formulate legal arguments opposing consolidation based upon (i) the use of revenue
requirements for two different test years and (ii) the Commission’s revenue neutrality requirement set forth in Decision No. 71410. Id. at 1091:4-11,
1095:16-20. Anthem’s counsel would like the opportunity to analyze these arguments if and when they are fully articulated in RUCO’s initial post-
hearing brief and will respond in Anthem’s reply post-hearing brief. '
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“Because it was Tubac two years ago, and it could be Sun City three years

from now. And Anthem was in the box last year and this year. So everybody

is in the box sooner or later. Everybody needs help sooner or later.”

[Emphasis added]*

The benefits of rate consolidation include (i) lower administrative costs through unified
customer accounting and billing systems; (ii) reduction in the number of rate cases and associated
expenses; (iii) elimination of distorted cost allocations among districts in rate filings;
(iv) implementation of standard customer service policies and related service rates and charges;
(v) improved rate stability and elimination of rate shock; (vi) reduced customer confusion with
respect to the Company’s currently differing rate schedules; (vii) development and implementation
of a targeted and comprehensive water conservation program for all of its systems; and
(viii) improved opportunities for future acquisitions, especially of troubled water systems.**
Further, consolidation of the Company’s existing rate structures on a company-wide basis would
be consistent with AAWC’s single-company manner of operation.> AAWC operates as a single

entity for all purposes other than the ratemaking process.*

B. Anthem Supports the Company-Wide Consolidation of All Water Districts and All
Wastewater Districts Within the State of Arizona by means of AAWC’s Preferred
Consolidation Scenario One.

There are an infinite hypothetical number of rate designs proposals for AAWC’s districts
and a plethora of designs presented in this case. Intervenor Marshall Magruder has compared the
various consolidation and stand-alone rate proposals. See Exhibit Magruder 4, attached hereto as
Exhibit D. Anthem supports AAWC’s Preferred Consolidation Scenario One.”” Scenario One
includes the consolidation of all of the Company’s water and wastewater districts. In contrast, the

partial consolidation alternatives presented by AAWC and Staff do not provide for any meaningful

53 Chairman Kristin K. Mayes, Phase II Tr. 63:16-20.

54 See supra FN 51; see also Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and Rate Consolidation, Exh. Anthem-18 at 5-6. Mr.
Magtruder lists 22 rate consolidation benefits on Table 1, Page 12 of Magruder-1 incorporating many of the benefits listed above as well as others
that deserve some consideration.

55 Cross-Examination of Thomas M. Broderick, Phase I Tr. 102:21-25.
56 Company response to Staff Data Request STF 21.1.
57 Company Consolidation Model Version 4.
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improvement over the current stand-alone system, seem arbitrary and unworkable, are myopic,™
and reflect the amalgamation of raie designs for the disparate systems which, through acquisition,
are the current districts of the AAWC.

Scenario One provides for a consolidation implementation plan using five steps from stand
alone to full consolidation. Although a five-step consolidation plan will delay implementation of
full consolidation, it will allow for a smoother transition and will reduce rate shock for customers
in those districts whose rates will increase more than they would without consolidation.® In each
step of the five steps, one-fifth of the aggregate rate increase or decrease, as the case may be,
required to transition to total consolidation would be stepped in. As a result, percentage step
adjustments in steps two through five would be roughly equal.”

Scenario One is also preferable because it includes five residential tiers in the commodity
rate component which allows AAWC to address the variation in customer use patterns across the
various districts.®! Multiple tiers avoids large intra-class subsidies that would result in the absence
of commodity tiers to address variation in customer use patterns.”” For example, most of the
consumption in the Sun City water district occurs in the first or second tiers, whereas Sun City
West has substantial consumption in the second and third tiers. Similarly, Tubac and Paradise
Valley have significant consumption in the fourth and fifth tiers. While the Company has not
proposed a time frame for implementing each of the five-steps, Anthem suggests a five-year time
frame, with annual step increases.* Anthem Rate Design Schedule 2 — “Development of
Consolidated Rate Design Adjustment Factors,” attached hereto as Exhibit E, sets forth the

consolidated rate design adjustment factors proposed by Anthem.

58 See Phase II Tr. 24:18-20.
59 See Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and Rate Consolidation, Exh. Anthem-18 at 7.

60 Step one is an exception because the rate adjustment must account for the transition from an existing rate design to a new rate design as well as
the step in of one-fifth of the revenue change from rate consolidation. Direct Examination of Thomas M. Broderick, Phase II Tr. 1480:5-10, 1481:6-
11. :

61 See Rebuttal of Staff Rate Design Testimony of Thomas M. Broderick, Exh. A-39 at 14.

62 Direct Examination of Thomas M. Broderick, Phase 11 Tr. 1483:15-1484:7; Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and
Rate Consolidation, Exh. Anthem-18 at 8.

63 Company response to Staff Data Request STF 21.8.
64 Direct Examination of Thomas M. Broderick, Phase II Tr. 1502:21-23.
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C. Alternatively, Anthem Supports the Stand-Alone Rate Design for Anthem Proposed
by AAWC. Modified by the Deconsolidation of Anthem and Agua Fria Wastewater
Districts.

1. AAWC’s proposed rate design is acceptable.

In the event that the Commission does not adopt company-wide consolidated rates
in this proceeding, the current fixed/commodity rate structure of the Anthem water and wastewater
districts should be retained and any rate increases applied on an across-the-board basis. Absent
water and wastewater cost of service analyses, the across-the-board approach recommended by
AAWC is the only logical rate adjustment mechanism proposed in this case.

2. Staff’s proposals for rate design are unacceptable.

Because Staff’s proposed changes to water and wastewater rate designs are without
adequate foundation or support and would adversely affect Anthem customers, the Commission
should reject Staff’s proposed stand-alone rate design for the Anthem Water District. There is no
justification for the Staff’s extreme tilting of the rate structure which could create significant
revenue stability problems for AAWC. For instance, for the 5/8” x %” meters, Staff’s
recommended rate (i) for the first tier, 0-3,000 gallons, results in an increase from $1.54 to $2.00 —
or 30%, (ii) for the second tier, 3,001-9,000 gallons, is $5.00 or 207% greater than the current rate
of $2.41, (iii) for the third tier, usage over 9,000 gallons, is $7.867 or 255% greater than the current
rate of $3.08. In addition, the proposed changes in tier break-points for the larger meter sizes,
when coupled with Staff’s proposed 207% and 255% rate increases will increase the bills for many
commercial customers to levels that cannot be logically supported. For instance, the water bill for
a 2” meter commercial customer using 200,000 gallons would increase 251%. Staff did not
prepare a cost of service study for the Anthem Water District to support its rate design revisions,
nor did it discuss any non-cost factors that it considered in arriving at its rate proposals.®

The Commission should also reject Staff’s proposed stand-alone rate design for the
Anthem/Agua Fria Wastewater District. The current wastewater rate for Anthem/Agua Fria

Wastewater District residential customers is comprised of a fixed monthly charge and a commodity

65 (Paragraph) Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and Rate Consolidation, Exh. Anthem-18 at 2-3.

-18 -




FOURTH FLOOR

4250 NORTH DRINKWATER BOULEVARD
SCOTTSDALE, ARIZONA 85251-3693

SACKS TIERNEY P.A., ATTORNEYS

I

[N e I = ) T V) |

12
13
14
15
16
17
18
19
20
21
22

23

24
25
26
27
28

charge based on water usage with a 7,000 gallon per month ceiling. Staff’s proposed rate design
eliminates the fixed monthly charge and recommends a monthly rate based on average monthly
water usage in the months of January through March — a purely commodity rate. Staff has no prior
experience with this type of wastewater rate design, did not provide supporting studies, and could
not cite any Commission precedent to support the same. Rather, it simply noted that some
municipalities follow such a rate design practice, but failed to demonstrate how such practice was
relevant to private utilities regulated by the Commission or Anthem’s wastewater system.®
Furthermore, this proposed change in wastewater rates for Anthem’s residential
customers should not be accepted, because winter lawns are a requirement in Anthem under
various land-use restrictions, and thus a large percentage of the water use in the mbnths of January
through March is turf irrigation that never enters the wastewater collection system. As a result,
Anthem residential customers would be required to pay, under Staff’s proposed rates, wastewater
charges on nonexistent sewerage.”’” In addition, AAWC noted that the elimination of the fixed
monthly charge (i) deviates from basic cost of service principles; (ii)) would increase AAWC’s
dependence on wastewater’revenues on water sales, which vary significantly, thereby further

exacerbating its revenue erosion problem.®

Accordingly, Anthem recommends that residential
customers be billed a fixed monthly charge for wastewater services which is a standard ratemaking
practice for most wastewater utilities and is consistent with the wastewater rates currently charged

to residential customers in AAWC’s other wastewater districts.

3. If company-wide consolidation is not adopted by the Commission, Anthem
recommends the deconsolidation of the Anthem/Agua Fria Wastewater

If consolidation of all AAWC districts is not adopted in this case, the Commission
should deconsolidate the Anthem and Agua Fria wastewater districts and set separate stand-alone

rates for each district. Anthem wastewater customers should not continue to be burdened by what

66 Cross-Examination of Jeffrey M. Michlik, Phase II Tr. 1265:14-1270-22.
67 14
68 Cross-Examination of Thomas M. Broderick, Phase II Tr. 159:4-12.
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in effect is a subsidization of Agua Fria wastewater customers under the existing rate design.”’ As
part of RUCO’s discussion regarding consolidation,” Ms. Jerich asserted that the Commission
should deviate from cost of service rate design, as in a case of rate consolidation, only if it can
identify reasons in favor of the rate consoiidation that outweigh the identified reasons against rate
consolidation.” If the Commission accepts Ms. Jerich’s argument and denies company-wide
consolidation because the associated interim cross-subsidization deviates from cost of service rate
design, then Anthem and Agua Fria, for the same reason, should be deconsolidated. Further, if the
Commission denies state-wide consolidation because the systems are not interlinked or
geographically close, then the Anthem and Agua Fria wastewater districts, for the same reason,
should be deconsolidated. In the Company’s response to Anthem data request 6.2, Mr. Broderick
indicated that none of the four wastewater facilities in the Anthem/Agua Fria wastewater district
are interconnected.”” Moreover, Anthem wastewater customers receive no service from the
Northwest Treatment Plant, whereas Agua Fria wastewater customers do. Therefore, Agua Fria
wastewater customers should absorb any of the Northwest Treatment Plant costs not allocated to
Sun City West. Finally, regardless of whether or not the Anthem and Agua Fria wastewater
districts are deconsolidated, the Commission should reject Staff’s recommended rate design.”

In summary, Anthem supports Scenario One consolidation as a useful long-term strategy
for decreasing inefficiencies in AAWC’s provision of water and wastewater services. However, if
consolidation of all of AAWC’s districts is not accomplished in this case, the Commission should
deconsolidate the Anthem and Agua Fria wastewater districts and set separate stand-alone rates
taking into account the adjustment factors set forth on Anthem Rate Design Schedule 1 entitled

“Development of Stand-Alone Rate Design Adjustment Factors,” attached hereto as Exhibit E.

69 Cross-Examination of Paul G. Townsley, Phase I Tr. 331:15-334:5.

70 RUCO does not take a position on the question of whether there should be a deconsolidation of the Anthem and the Agua Fria wastewater
districts in the event that the Commission decides to retain stand-alone rates. Cross-Examination of Jodi A. Jerich, Phase II Tr. 1157:16-21.

71 Direct Examination of Jodi A. Jerich, Phase II Tr. 1090:6-15.

72 Bxh. Anthem-7 response to Anthem data request 6.2. See Direct Testimony of Dorothy M. Hains, Exh. S-7 at 13, Exhibit DMH-3 Figure 1 for a
map depicting the geographical distance between the Anthem and Agua Fria wastewater districts.

73 See Section IV.C.2. herein for Anthem’s discussion of Staff’s proposed stand-alone rate design.
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V.
CONCLUSION

For the reasons discussed above, and based upon the record in the instant proceeding,

Anthem requests the Commission enter an opinion and order to provide for the following:

/11
/17
117
111
/77
/11
/17
/11

@

(i)

(iif)

(iv)

™)

(vi)

the permanent exclusion from AAWC’s rate base, and denial of any related
ratemaking recognition of the post-2005 Pulte refund payments; or in the
event that such permanent exclusion is determined not to be appropriate in
this instance, then

with regard to the post-2005 Pulte refund payments, the adoption of one of
the alternative ratemaking approaches in Section II.C. hereof; and

a reduction in the portion of the Northwest Treatment Plant cost to be
allocated to the Anthem/Agua Fria Wastewater District for stand-alone
ratemaking purposes to 16.5%; and

the establishment of the revenue requirement for AAWC based on a rate of
return not to exceed 6.77%; and

the consolidation all of AAWC’s water and wastewater districts within the
State of Arizona using AAWC’s Scenario One; or

the deconsolidation of the Anthem and Agua Fria Districts wastewater
districts and the provision of stand alone rates for each, if company-wide

consolidation is not approved.
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DATED this 16th day of July, 2010.
Respectfully submitted,

Judith M. Dworkin

Roxann S. Gallagher

Sacks Tierney PA

4250 N. Drinkwater Blvd., 4th Floor
Scottsdale, Arizona 85251-3693

and
Lawrence V. Robertson, Jr.

P.O. Box 1448
Tubac, Arizona 85646-1448

By zéxm,é/%/ /{)M

“Judith M. Dworkin"
Attorneys for Anthem Community Council

ORIGINAL AND THIRTEEN (13) COPIES
of the foregomg filed
this 16™ day of July, 2010 to:

Docket Control

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

COPY of the foregoing mailed or e-mailed
this 16" day of July, 2010, to:

Teena Wolfe, Administrative Law Judge
Hearing Division

Arizona Corporation Commission

1200 W. Washington Street

Phoenix, AZ 85007

Thomas H. Campbell
TCampbell@LRLaw.com
Michael T. Hallam
MHallam@ILRLaw.com
Lewis and Roca, LLP

40 N. Central Avenue
Phoenix, AZ 85004-4429
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Daniel Pozefsky
DPozefskv@azruco.gov

RUCO

1110 W. Washington St., Suite 220
Phoenix, AZ 85007

Janice M. Alward, Chief Counsel
JAlward@azce.gov

Legal Division

Arizona Corporation Commission
1200 W. Washington

Phoenix, AZ 85007-2927

Steve Olea, Director
SOlea(@azcc.gov

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

Lyn Farmer

Lfarmer@azcc.gov

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, AZ 85007

Robert J. Metli
rmetli@swlaw.com
Jeffrey W. Crockett
jcrockett@swlaw.com

Snell & Wilmer LLP
400 E Van Buren
Phoenix, AZ 85004-2202
Attorneys for the Resorts

Michael Patten
mpatten@rdp-law.com
Roshka DeWulf & Patten PLC
400 E Van Buren Suite 800
Phoenix, AZ 85004-2262

Greg Patterson
gpatterson3@cox.net
916 W. Adams, Suite 3
Phoenix, AZ 85007
Attorneys for WUAA

W.R. Hansen
ipbillscwaz@aol.com

12302 W. Swallow Drive
Sun City West, AZ 85024
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Bradley J. Herrema, Esq.
BHerrema@bhfs.com

Brownstein Hyatt Farber Schreck, LLP

21 E. Carrillo Street

Santa Barbara, CA 93101

Attorneys for Anthem Golf and Country Club

Norman D. James, Esq.
njames(@fclaw.com

Fennemore Craig

3003 N. Central Avenue, Suite 2600
Phoenix, AZ 85012

Attorneys for DMB White Tank, LLC

Marshall Magruder, Esq.
mmagruder@earthlink.net
P.O. Box 1267

Tubac, AZ 85646-1267

Andrew M. Miller, Esq.
amiller@paradisevalleyaz.gov

Town Attorney

6401 E. Lincoln Drive

Paradise Valley, AZ 85253

Attorneys for Town of Paradise Valley

Joan S. Burke, Esq.
joan(@jsburkelaw.com

Law Office of Joan S. Burke
1650 N. First Avenue
Phoenix, AZ 85003
Attorneys for Mashie, LLC, dba Corte Bella Golf Club

Larry D. Woods
15141 W. Horseman Lane
Sun City West, AZ 85375

Philip Cook
10122 W. Signal Butte Circle
Sun City, AZ 85373

Dan Neidlinger

Neidlinger & Associates, Ltd.
3020 N. 17th Drive

Phoenix, AZ 85012
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IN THE MATTER OF THE APPLICATION OF
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AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUR QF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES INITS

UTILITY SERVICE BY ITS ANTHEM WATER
DISTRICT AND ITS SUN CITY WATER
DISTRICT.

RATES AND CHARGES BASED THEREON FOR

IN THE MATTER OF THE APFLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
YALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN IT§

WEST WASTEWATER DISTRICT.

FRIA WASTEWATER DISTRICT, ITS SUN CITY
WASTEWATER DISTRICT AND IT5 SUN CITY
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INTRODUCTION

The Anthem Community Council (*Anthem™) intends to argue in the forfhcoming
hearings in the above-captioned and above-docketed proceedings (“instant proceedings™)
that the Commission should (i} permanenily exclude from Arizona-American Water
Comparny’s (“AAWC™) rate base, and (i) deny any sssociated ratemaking rocognition of
the 2007 $3.1 and March 31, 2008 $20.2 million refund payments (collectively “disputed
refund payments™) made by AAWC to Pulte Corporation (“Pulte”).) The refund payments
in question were ocensioned by a September 28, 1997 Agreement For The Villages At
Desert Hills Water/Wastewater Infrastructure (“Infrastructurs Agresment™) among
predecessore-in-interest to AAWC and Pulte; and, it is the position of Anthem that neither
the Infrastructurc Agreement nor any of the subsequent First through Fourth Amendments
thereto have been approved by the Commission not recognized for ratemaking purposes.

In that regard, and as ‘most recently noted by the Commission in its Decision No.
70372 (June 13, 2nu3) in AAWC's 2005 rate case,

“Al this time, no party haz all andwedomtﬁnd,thatﬂ:e
. repaymentof “
[Dmmon ﬁo. 70372 atpnge 4%-13}[
» ' »

The “time" to question the “reasonableness” of such undertaking by AAWC (and its
predecessors-in-interest), as well as the regulstory status of the document(s) ocnamomng

lmmmummmmmmmmmmmmﬂnummwwmuam
mwﬁum(u).{ii}aua—mmbmofu&cpuuu writneaoes, atd (Hi) oral aixuesent and/or bricfs, an apmoprista.
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BEFORE THE ARIZONA CORPORA

ARIZONA-AMERICAN WATER OCOMPANY,
AN ARIZONA CORPORATION, FOR A

ETERMINATION OF THE CURRENT FAIR
VKLUB OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON FOR
UTILITY SERVICE BY ITS ANTHEM WATER
DISTRICT AND ITS SUN CITY WATER. .
DISTRICT.

INTHE MATTER OF THE APPLICATIONOF ;
i
)
}

IN THE MATTER OF THE AFFLICATION QF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR.
YALUE OF ITS UTILITY PLANT AND

WEST WASTEWATER DISTRICT.

15918
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DOCKET NO. W-01303A-09-0343

DOCKET NO. SW-013034-00-0343

) INTERVENER ANTHEM

PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASFD THEREQON FOR ) COMMUNITY COUNCIL’S PRE-
UTILITY SERVICE BY ITS ANTHEM/AGUA HEARING MEMORANDUM ON

FRIA WASTEWATER DISTRICT, ITS SUNCITY ) DISFUTED REFUND PAYMENT
WASTEWATER DISTRICT AND ITS SUNCITY ) ISSUE
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w&ﬂgﬁm ﬁdsf@m 11?2' lines 14-17]

* [Jo on , lines 14-
[emphasis added] S

Despite the foregoing representation and admonition by Citizens, in its Apeil 16,
1998 Staff Repart, the Commission's Utilities Divisiom recommended that the Commisgicmn
10t act upon Citizens’ request for appeoval of the Infrastructure Agreement:

“Staff does not recammend that the Commission consider
approval of the Infrastructure ﬁeement between Cltizens and
a non-regulated wﬁ% such as Del Webb under the

cirenmsiances described in the applicaﬁm. The approval of
the Ag:.n\:nt is not necessa.r%‘gﬂw Commission’s
%ﬂn&i eration and decision in these matters, Also, fhe |

¥ L -

“Sta‘fif further recommends ﬂ:tite the Coﬁissim not gfmg;der
any determination regarding the requested approval
[lla.%aah'untm&greemem.” [Staff at page 10, lings 11-

In its Decision No, 60975 on the Joint Apptication, the Cammission sofed that

“At the hearing, Staff recommended that . . . the Commission
not congider any determination regarding the requested

Wi:%?g’ff Fﬁct No. ISGE a page 6,: m"ﬁ%ﬁs-

28, respe

Thereafter, in Conclusion of Law No. 7, the Commission concluded that
“Staff"s recommendations, s set forth in Finding of Fact No,
13 [inclusive of su Tlg:'aph g)ﬁl:ouldbe adopted.
[Decision Neo. 60975 at page 10, line 24.5]; and,

5 The tportance of he underscored Ixnguags in thix quatatien will become evident in connsctlon with the discusaion
of Drecigion No. §4897 I Section 11 (D} below. ‘ '

ki L8
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W, in the Eighth Ordering Paragraph of its decision, the Commission provided

“IT I8 FURTHER ORDERED that the Stnff recommendations
mnmnedemdmgofFactNo 13. ) asl_ﬁreedtoﬁy
Citizens Utilitics Compan 4_; 0.
60975 &t page 13, lines 4-5]

Thus, the first time the Commission wasaskgdm approve the Infrastructure

Agreement, it expressly declined to do so.

B.  November 24, 1998 Leter Agresment,

On November 24, 1998, Citizens, Del Webb Corporation (“Del Webb™) and Anthem
Arizona, 1. 1.C. (an affiliate of Del Webb} entered into a Letter Agreement “to resolve the
consequences of two circumstances,” each of which pertained to the pi'ovisiuns of the
Infrasiructure Agreement$ The first such “circwmnstance” was occasioned by the fact that

"I'he][nﬁ'astnmm emeni wag not ed hy the
léc;'e;nmmmouonorbe ugﬁa.?t 15,

1993 ” eat at page 1, lines 19-20]
As the Joint Appl.lcuntu had stated in the October 29, 1997 Joint Application discussed in
Section IT (A) above, Commission epproval of the Infrastmucturs Agreement without
smendment or modification was a condition subsequent 1o the continued effectiveness of
the Enfrastructurc Agreement. Given that the Commission declined in Decision No, 60975
maddrmmﬁct'npnnthchﬁmmmwtatﬁitmmdapﬁéﬁ‘th ‘
subsequent Letter Agreement was entered into with an express purpoze of avoiding a
termination of the Infrastructure Agreement by reason of the afaresaid “cnnd:hon

|} subsequent.”

In that regard, as may be noted tharefram, the Letter Agreement establishes a
formula and schedule by means of which certsin refund payments were to be made by
Citizesia to Del Webb for the period July 1, 2004 through July 1, 2016, Tn addition, the
Letter Agresment also provided that -

§ A copy of the Noveiber 24, lmlmwmmﬂmhdmg@pmﬁ“mdhmmdm
byﬂﬂneﬂmnee.
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“Within 45 days after executing the First Amendment [of the
Infrastmicture Agreement], Citizens will re-file for approval by
‘the Arizona Corporation { izsgion of the [Infrastructure]
Agreement, as amended by the First Amendment.” [Letter
Agreement at page 2, lines 18-20]; bod, )

it alse provided for a further revised refunsl formula, in the event that
“, , . the Commission does not approve the re-filed
%gastmc‘um].hgreement... Agreement at page 2, -

24-25]

Thus, by their own documentation, the parties to the Infrastructure Agreement
expressly acknowledged as of November 24, 1998 the Commission had not approved the
Infrastruchire Agreement,

C. . 6 13. 2001).

On May 8, 2000, the parties to the Infrastructure Agreement entered into the First
Amendment thereto. Thercafter, on May 26, 2000, and in accordance with the 45-day
deadline provided for in the November 24, 1998 Letter Agreement, Citizens filed a Joint
Application with the Commission in which Citizens requested that the Commission
(i) extend the water and wastewater service CC&N gtmned in Decision No. 60975 1o
include the 195-aere Jacka Parcel, and (ii) approve the First Amendment to the
Infrastructure Agreement. '

On March 13, 2001, following a onc (1)<lay evidentiary hearing on the aforesaid
Joint Application, the Commission issued its Decision No, 63445. At various places within
the language of the decision, the Commission expressed its apparent imderstanding as to
tho limited nature of the First Amendment: _ .

“The Imrpose of the First Amendment is to include the Jackn
Parcel as

of the [Anthem] Project.” igion No. 63445
atpagcl?l‘i:teslll-lg] (ermphasis ]PmJ ed]
¥ . .
“In addition to the requested CC&N extensian, the Applicants

also submitted for approval a copy of their First Amendment.
The ¢ of the First Amendment is to include the Jack
Pm%%ddrﬂnthe purchese of watér from the Ak-Chin
Tribe.” [Decision No. 5, Finding of Fact Nos. 16 and 17,
page 5 at lines 15-18] [emphasis added]
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Accordingly, und on the basis of that indesstanding upon its part, the Commyission
approved the First Amenidment to the Infrastructure Agreement when it issued Decision
No. 63445,

However, by itz vory nature the language of that decision did not extend to nor
constitute a review and approval of the substantive provisions of the Infrastructure
Agreement itself. Morcover, any uncertainty a3 the limited nature and soope of the
Commission’s spproval in Decision No. 63445 was expressly clarified by the Commission
approximately fifteen (15) montis later when it issued its Decision No. 64897 on June 5,
2002,

D.  Desi 64897 (June 5, 2002

On December 13, 2000, Citizens filed & Joint Application with thie Commission in
which it set forth several requests, including & request that the Commission approve the
Infrastructure Agreement and the First and Second Amendments thereto. Onoe again,
Citizens asserted that

“«  _th f. th IuﬁasuumAgrwmmi a8
P e F ey et and e, Swmﬂﬁmel{tdmmt

thereto) . . . are reasonable and in the pubhc interest . . .” [Joint

Application nt pege 5, fines 19-22}; and,
once again, the Commission declined to act upca Citizens request for review and approval
of the substantive provisions of the Inffastructure Agreement.

More spesifically, and sy way of background, ini a December 4, 2001 Commission

Stwif Report discussing the gbove-referenced Joint Application,” the Commission's Staff
offered the following observations and recommendations in cannection with the
Infrastructore Agreement and the subsoquent amendments therete:

“(4 ThﬂAnthemmﬂaswmneagmammt,datndSeptmba‘
)1997 isapnvabecontmctbdwoencmzcns,nlst(lo,

7 Tha C—.u-nn Staff Report was flled i Docket Nos, WS-03454A-00-1022, WE-03455A-00-1022 md WS-
B1032A-00-1022, . The thres {3) Citirens entities wers (i) the arigiml December 13, 2000 Joint Applicants (Citians
memwydMMamECmmeﬁuﬂmmmmdm)mmj Citizena
Gnmmkmﬂumpun}'wmwymmmﬂybemeuwm '

757508
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TreatCo, D giebb Co: &Bebb”). andtmgc‘lnes
Arizona L Deyre provi
t@rmsandoond:é‘omunderw cth%gomllpmwde le
water distribution and wastewater collection sérvices

will water and wastewsater

DistC al wiih the oa of non- e water
dlstn‘b?m:;g BErvices byp?rnmmat(:o Addmpoubona]ly, the ent
provides terms, onnditmns, and obhgahons for the o

partles tu ﬂw agmemmt. This _

The Commnss ly chosemtta consider any
detcrmination of the Anthem
mﬂ‘asn'ucm?gemm:nDeuﬂonNo 60975, The

Cumlmssm 3 first amendment to the

mgam agreement itself in
ﬁ 'Nu. 63445 Smce 1he mﬁ'nstmcmm agreent itself

thattheCommmonconsl APPIO od'theinﬁaﬂmctm
nmmtnndmamendmﬂm The Commission protects its

tosetmtgs ol tlli]l hOE I A&SME IEeSeRs 'l'n e
li_mﬂml,' LEJEIRA 'll:lli;t '

L8 L+ Rt on g 12S1IE
""‘ ﬂtpﬂge hes 7-28 emphasis added]

» L L
\1l: 1 re ‘!Ill mends that a conmiels ie ‘l_:_ T g m
'.J-.-nﬂiipl wmﬂ! nertorn mevan‘t
i : SS1CH LN monﬂﬂ 1
__qun_-s_p g a eCMENnTS ANd -i dments, o ﬂrm ﬂuﬂh
action.” [Staff Repart at page 4, lines 7-9] [cmphasis added]
* - . *

“(4 Smﬂ'ﬁ:rﬂmmommendsthatthsCommsmonmkcno
on the Anthem water/wastewater infrastructure
: t and its amendments, Staff believes that
mm is not necessary.” [Staff Report at page
4, lines 19-21

On June 4, 2002, the ACC issued Decision No. 64897 in the proceeding in question. The
following excerpts clearly indicate that the ACC followed the recommendation of the ACC

1} Stafl:

78702
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a%eewiux Staff that there wasnoinw:t in Decision No.
Epmve the substance of the Infrastructure
In Degision No. 60975, the Commisgion adopted
Smff's recommmendation to “not consider any determination
regarding the requested a of the Infrastructure

ant" {Dmon 0975, at 6, 15). In Drecision No.
5, the Commission, mapprwmgthe irst Amendment,

:ﬁ'mll mwdihnt“[]hepu:pose of the FustAmendmmt
‘1’3”%3145 l!}'hseIa.c.:l'.'al’m‘,eh\s utofﬁn?rqect”
[ WR3 10 discussion mumer
maﬂ n%msimcture Agreement in that Decigion and no
onbytthommissinntlmwofthzmherwrmsw_
eonditions of the tﬁndmmmmmm
approved, Decisions

A& private contract b
i partydeveloparﬂm

struct costmps,pnmgfsorvm-.
Ities™ thal ma noonsigtent with the s
gtandards .- According to St

E'EEEﬁmwﬂ.gmemm.dnesnot uirs ommissiun’s
:un ¥4 m DY DOL INHEING 3 GGT T mre AT OIN R
un condions HECINS JICCEREALY 10 DICHECT 1) b]ic' perat?™

Decision No, 64897 at page b, lnea 1-18] |emphasiy
., J .

Accordingly, on three (3) separate occasions Citizens had requested Commission review
and approval of the substantive (including refund obligation) provisions of the
Infrastructure Agreement and subsequent amendments thercto; and, on three (3) seprrate

|| occasions the Commission expresaly declined to do so.

E.  Declion No. 70372 (June 13, 2008). .

 The next Commission proceeding in which the Infrastructure Agresment and
amendments appesr to have been referenced was & 2005 test period rate casc proceeding
which involved AAWC, the sucoessor-in-interest to Citizens under the Infrastructure
Agreement. In that regard, by means of 8 Deceraber 12, 2002 Thitd Amendment to the
Infrastructure Agreement, Del Webb, its affiliate Anthem Arizons, L.L.C. and AAWC
expressly ackmowledged the assignment to AAWC of the rights (and obiigations) of the
T '

8




Citizens partiss under the Infrastructure Agreement: and, they “ratified, confirmed and .
approved” the Infrastructure Agreement, except as amended by the Third Amendment as 1o
other matters not pertinent to the instant analysis,

Under the section heading of “Other Issucs,” the Infrastructure Agreoment and
related amendments were discussed et pages 36-43 of Decision No. 70372, In that regand,
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thnfoll.uﬁngmaptaﬁmmat‘deﬁﬁmdﬂimmemmanWMchmembjm of the

ﬂle if o at No 70372 at gﬁy]
&0 ision page 40, lines
12-15] [emphamaddeg’w

* . : T

“Smﬁ'mwsmbncfﬂmtltbehewdltmpnrtammﬁnscm
to develop a xecord on the Ag:ﬁnems their
:’lnﬁact upon. uuugems, because of the likelihood that Pulic

have exited t by the time Arizona--
American files 118 next raie case for the districts. Staff
Mmﬁatthetmmostsmﬁgnnmmmedmthm
pmceedmgmregardto

YL .
'hﬂrmgainthlswaa Smﬂ'ﬁuﬂmmniswt hatthe
potectnents betwesan the u--f AV
never been approved by e ] and that the

OMIMIZEIon ma mshto

. UL 2 ','; O i EXT

Tate case the Company files 1or these districis, because the

nmnratecascm hkely sddress the 1550 © tharemmmn#

payment to Pulie” [Decision No. 70371 at page 40, line 1'7-

page 41, line 1] [emphasis added]
B In that repand, for purposcs of the nstunt pnalysis, the tenms Infrastrocture Agreement (and sobecquent smenciments)
and Anthemn Agreementds are mcTymons.
mm
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However, ultimately, the Commission did not resolve either of the two (2) aforementioned
issues, nor any other issues regarding the status or ratemaking treatment of the
Iuﬁ'nstmdmeﬁgreemm and the amendments thereto, as indicated by the following
statemenis:

“Ai time, no party has alleged, and we do not that the
mpaymmtnf udvames ﬁnd'
[Dtcmmﬁo 103'?2 atpagn 43 lines 11-13] i
] » L

Thus, in effect, the Commission “toed up™ that issus for consideration mﬂ:e instant.
proceedings, es well a3 any other issues regarding the statns or ratemaking treatment of the
Infrastructure Agreement and amendments thereto; and, 83 a party in the instant
proceedings, Anthem has decided to raige thoge izgues at this time.
m
CITIZENS AND AAWC HAVE FAILED TO OBTAIN THAT APPROVAL
oF THE INFRASTRUCTURE AGREEMENT REQUIRED BY ARIZONA
LAW AND THE COMMISSION’S RULES AND REGULATIONS*

A MMAMM

The lagal ability of a public service corparation to incur Jong-term financial
cbligations and to issue evidence of indebtedness is subjoct 1o regulation and priar approval

¥ None of the fiar (4) amendmenty to the mmmhmwmmn
the subject of the analysis set forth in Section TI{A) of this Pro-Hearing Memorandum, - Moreover, o the extent uny of
mmmm.mmmmmmwmmmm Section IT claarly demonstretes that the
Commlsgion alen has not spproved any of the Ameadments, ly.hﬂumﬁmtof&mtythenﬁrmm
hudnwﬂ]bemlymﬂnmﬁuhwmﬁmtulfhmmmﬂlmﬂym&

197925
10
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bydlcC«amszmon,nsmdmamdbythefolluwmg st&unorypu'wmmna.

and stock certificaies, bonds, notes & ' T &
indeb andtocreamhmsonﬂ:w
wi m l.:nl.! B, s -p 1 |J.v1‘j

resmmnnandcomm of ¥ g and soch
powET Shl l E & m:m-mffmmm =
l,q'v:’_{ JE18 L AT NI l“

B. A pubBc service cornorating may (ssue stocks and stock
certificates. bonds. totes and oth GBENCE Df!ﬂdd’tednm
yﬂblﬂﬂt mot‘mmmm"e onths l- the datc
ﬁ:ereof, when authorized by an order of the commiszion.
C. The commussion shall not make sy o der or supplementnl

order granting any application a3 proyvid v*ﬁmwu

I m1t ﬂ‘m. ysuc ia for lawf] purpoges wmhla;e
e corporate powers of the applicant, are comp
wxﬂnhs L mthmdpractms,md
proper by the tofserviceas a
pubhcsen'vmenm_'pmhnndmlln mpmrrtsablhtyto
perform thet service.” [emphasis added
* * »

nem 1, quUth ALe lu _.-_1_.”-,;.-“1"!51-'
gu:suammm 4i)-301, and that,

'&He—musepetm:mdlnﬂwnrdcr sunh csarenot.wholly
nrmpm‘%muanmbl veur.pemesorm

eﬁareanmdetmmsuad this section, notice of
lication for such order shall be given by

meoommlssmnmthcapphcantmsuchfmm andmmnzras

the commission decms appropriate. The commission may hold
8 hearing, and make inquiry or investigation, and examinc
witnesses, books, papers end documents, and requise filing
data it decms of assistance,
B. i ; t or refuse ission for the

» fin BOEp permisaion to

a  Am ; (3.
cns It deen ran A

COMMIRSION MAY Al equivalent to or
greater than the mﬂwnmdm mbﬂmbed stock of the

corporation, and the provigions of the peneral laws of the state

11
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with reference thereto have no application to public service
corporations.” [emphasi uddndi'p

"40-303, Igj%%' % ﬁ k centificates or evidences of
mdebhedness, OF COMINIAZIon A zations:

commission by : A’ 1h=orderufmthmzanm
ufthemmmmmon,g_@ghutnofaﬂmemanymhu
toaommlywiﬁ:ﬂtlfewms wcmsggl?snmemduof

10 & person taking the issue other than in good faith
and a!?alueandmihnutacmﬂnmce. [emph?m%oo added]

2, “Bvidence of Indebtednass™
 The Infrastrocture Agreement is unequivocally “evidence of indebtedness” upon the
part of Citizens, and upon the part of AAWC ag Citizens sucoessor-in-interest thereunder.
In thet regard, Racital “F™ of the Infrastructure Agreement provides that
“With respeet 1o the costs associated with obtaining those
wamrngipt:umdmm that infrastructure [necessary to
provide potable water distribution and wasiewater collechon
services, and water and wastcwator treatment services] the
Parties'? desire that:
[1] The Citizens Parties will fund up to 524,000,000 of
[ Thn Wabh Paruwmllfuudﬂwbnlmne of the costs.
1] be reimbursed

for those cosls.”
[emphasis ndded]

The ailocation of responsibility amang the Parties for constructing sunilinﬁaatt'umn'e is set
forth in another table inchuded within the InfraslmcmreAg:umnt, r copy of which is
mlwdbmem as Appendix “C,” mdumcorpmutedhemnbyﬂmrefemnm“ Attached

10 Attached heseto a1 Appendix “B* and incm “herein by thie refecence it & copy of & table incladed within the
Infinstnicture Agresment, which ideatifies defines for purpases of the Infrastrocture Agrocment each of the Jogel
cmiitics which comgrise tie “Webb Parties™ and the ~Citizens Parties,” reapoctively. The “Webb Parties” conzist of
Del Webb Cotporstion (“Webb™) and The Villagea of Desect Hilly, Inc. (“Developer™). The Cltizeas Parties consist of
;mmmmcwﬂmmmwmsmmcmmﬁmwmmmww
Basoarces Cotnpany of Arisons (*TreaiCo™).
lIhMMBMZJME?thWWWNMWM

12
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hereto as Appendix “D” and incarporated herein by this reference is a copy of a third table
included within the Infrastructure Agrocenent which depiets responsibility for cortain of the
advances and reimbursement thereof which are contemplated by the Infrastructure

Atticle I of the Infrastructre Agreement pream'bespayment of advances and
refind obligations among the parties. In that regard, and s relevant to the instant analysis,
Section 3.1(c)-{s) provide as follows:

costs assocmted with aoqumn%’o:‘tum real pro nteresis

and utility easements, and for -Chin ease Cosis
i.e., the amownis described in clauses (8) (I} through (1)

iv) ghuve{. "The reim i described in
ection B.12,}

i, Tmmﬂnwﬂlﬁmthndm;s(:mmnmncm
for the Subsequent Facilities (as deseribed in Section 8.6).

i Themmmum ﬁleamounthbel'mngbmed
olmmbgand(n) abme wﬂlnot:std 324 000,000

: ma:ﬂmnmaggregue'
Cmmsmduandforthc sesdmnbedmclause

tranzfir to TreetCs {i) the Pimse 1 OFESie Facilitios; (i) the Phase I Production and Treatment Facilitios, mad (i) the
BﬁmFWﬂmﬁMmﬁm&WﬂmthﬂmumﬁHﬂmﬂwm
Pm]eet

12 5 ¢ nfhnﬁmdﬁummammmtummmmmmtummnmmmm“mm
“E,”mdhmmdwubyﬁmw

13
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In addition, Sectien 3. 3(d)-(lt)nfthalnﬁnsthmeAgtmmtpmﬁdempethnﬂupmtas
followe:

e. Promptl upmrece nfapa e tﬁ'omDeveluperlmder
- paragstaph IBeiA .\ 1S aam
acce [emted \_ll‘ll ammmtsoreomre non. that

pEvIDenl ta LikZzens, lregit o will Hse 18 records to retlec

f.AIlReﬁmdsmdebyTreatCa aﬂerﬂlePerformance
“will be made to Citizens 100%, until all of Citizens’ Advanees
_have been refunded. If necessary fo ensure that Citizens does
not reccived a Rsfundmcxcess of:tsumﬁundedCx
Advances, TreatCo will Refimd between Citizens

gmdmithis paragraph {t) Dmloper (under paragraph (9)

The Merriam-Webster Diqﬁmary“ defines “indebted” as “owing money,” and,
“indebtedness” represents a form of being “indebied.” In that regard, it is abundantly clear
from the preceding analysis that Citizens and TreatCo each contractually chlipated uaelfw

pay ljmloper, third parties and one another certain amounts ofh;pney over & petiod of

time in excess of twelve (12) months. As a consequence, the Infstructure Agreement
unequivocally constitutes “evidence of indebtedness,” as contemplated within the language
and infent of ARS. §§ 40-301 et seq. 'Ihefactﬂutsuchammmswerembepmspecnvely
qumnhﬁedbymmsufﬂmteﬁmﬂpaymentfmﬂasetforthmehblthﬂw
mmmwmmwmmymmdmmmmmmmm
Apgreement itself was “evidence of indebtedness™ requiring prior Commission approval

14
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pursuant to ARS. §§ 40-301{A) and 40-302(A). The ratcmaking consequences of the
failure to abtain the requisite prior approval, when examined within the context of the
instant proceedings, ere discussed in Section ITI{A) {(4) of this Pre-Hearing Memorandum.
3.  “Private Conivact”
Charecterization

" In both the December 4, 2001 Commission Staff Report in Docket Nos, WS-
03454A-00-1022, WS-03455A-00-1022 rod WS-01032A-00-1022, and in the
Commizsion's su'bnequ%lt June 4, 2002 Decision No. 64987 in those dockets, the
Infrastructure Agreement was characterized as a “private contract” not requiring
Commisgion approval at that time, Anthsm respectfully submits that ths conclugion
resulting from thet characterization was i error.

More specifically, the fact that the signatory parties to the Infrastructure Agreement,
which created the obligation(s) of Citizens and TreatCo to make refunds over an extended
pmodofhme were privale parties docs not mean that the Infrastruchire Agreement was
ot in the nature of “evidence of indebtedness,” ascuntemplatedbjrﬁ.k.& §8 40-301 e
seg. Both Citizens and TreatCo were public service vorporations under Arizona law, as
attosted to by the OC&Ns granted to them by the Commission’s June 19, 1998 Decision
No. 60975 in comnection with the inception of the Villages at Descrt Hills (Anthem)
Project; and, thus they were subject to the roquirements of A.R.S. §§ 40-301 et sag. for
prior Conunission approval of the financial obligations created by the Infragtructure

In that regard, for purposcs of an AR.S. §§ 40-301 et seq. requirements analysis, &
meaningful distinction exists hetween the instant fact situation and a scenario umder which
an Asizons public service corporation finst obtains Commission approval to incur lang-term
indebtedness and thereaiter executes one (1} or more agreements providing for creation of
the authorized indebtedness. In sach instance, the partics to the financing agresment(s) are
private entities, and the ngrecments might vorrectly be characterized as “private contracts.”
’i?ésﬂﬂly, both the Infrastructurs A greement and the abave-hypothecatsd subsequentiy-

15
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executed financing ngreement(s) are each “evidence of indebtedness™ within the context of
ARS. §§ 40-301 o seq. The crucial distinction, however, is the fact that, in the -

|circumstanices of the Infrastructure Agreement, the requisite prior Commission approval

was neot, and never has been obtained. That distinction cannot be ignored: and, that failure
cannot be legally excused under A.R.S. §§ 40-301 ef s2g. simply because the signatory
partios to the Infrastructure Agrecment are privale entities, "
Finally, it should be noted that the “private contract” between the Webh Parties and
the Citizens Parties was one with substantial public interest implications, given the refund
obligations which were being incurred by Citizens and TreatCo thereunder. A.R.8. §§ 40-

||301(C) contemplates that the Commission shall determine whether the proposed

indehtedness
“, o is for lawfil | ses which are . . . compatible with the
public interest . . 7

In this instance, that determination has never been made with regard to the several

advances and refund arrangementy provided for in the Infrastructure Agreement; and, given
the concern expressed by the Commission’s Staff in the afovesaid Decamber 4, 2001
Commission Staff Repoct, and reiterated by the Commission in Decision No. 64897 with
regard to '

a seTious question exists as to whether the Commission would have approved the
Infrastructure Agreement had the Citizens Parties properly presented it to the Commission
on those several occasions when they “generally” requested Comnission approval of the

16
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' Inemnwhmmﬂlﬁwfmegomg. Sectmn!#anﬂArhcleVI of the Infrastructure
Agrwmmtnbhgmﬁre&nmnstm

take all reasonable necessary to obtain, maintain and
rmcwanyﬂuﬂ:oﬂzauonsm W}'

which may be nccessary for the contemplated multi-party mangeme&ﬁu.pmeeed; and,
Exhibit A to the Infrastructure Agreement defines “Aunthorizations™ as

“pertificates of convenience andneoeamty

m agreements, franchises, and onzaums

agmmesanﬂother overnmental

ent:uesmdrequuadby 0 provide | ‘Services and

Samoes and fo operate the Facilities as comtemplated

However, this “reasonable steps™ language cannt, and does not, excuse the failure of the
Citizens Parties to obtain that prior approval by the Commission of the Infrastructure
Agreement required by A.R.8. §§ 40-301(A) and 40-302(A). Those statutory provisions do

|| not contemplate nor speak in terms of “reasonable steps” and “best efforis” by en applicant

proceeding thercunder. Ruther, the requirement that Commission approvel be obtained in
advance of incurring the indebtedness in question is absolute, |

Given such failure, AAWC (as Citizens succossor-in-interest) should not now be
allowed () to include in rate base, or (i) to obtain rolated mbemaking recognition of the -
disputed refund paymenis made by AAWC to Pultc (as Welb’s successor-in-interest).
Both the Citizens Parties and AAWC are large corporations with ready access to competent -
legal counsel, Each should bave sought legal advice from legal counsel as to the specific
type(s) of Commission approval of the Infrastructure Agreement which were necessary
before entering into and thercafter discharging the financinl obligations created by that
document. Their apparent regpective failure to either geek or adhere to such legal advice
cannot and should not now be condoned or forgiven. '
15728
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Having fafled on several occasions to obtain Commission approval of the
Infrastructure Agreement, Citizens nevertheless procseded to inour and discharge its
financial obligations thereunder.!4 Subsequently, by means of its December 12, 2002
execution of the Third Amendment to the Infrastracture Agreement, AAWC expressly
acknowledgedand

“. .. ratified, mnﬁnﬁedundnpprwed e
its financial obligations to Del Webb under the Infrastructure. Agreement as Citizens

‘successor-in-interest; and, AAWC presumably did so with the knowledge that

approximately six (6) months earlier the Cammission had indicated its concern in Decision
No. 64897 with

Given the foregoing discussion, it is reasonsble to canclude that bath Citizens and
AAWC knowingly elected to proceed “at risk™ with regard to whether or not any refimd
payments they made to Webb or Pulte should be accorded (i) inclusio in rate hase and
{3i) related ratemaking recognition in subsequent rate cases. In that regard, the issue of
failure to comply with the requirements of AR.S, §§ 40-301 ef seq. does not appear to have
been raised in any previous rate proceedings invalving the Anthem Water District and the
Anthem/Agun Pria Wastcwater District, However, Anthem is raising it in the instant

14 I, thet rogard, Sextina 14,16 af fhe Infrastructute Apreceent pravides that

*This Agrecment i subject to spproval by the Commission on or befire August
15, 1998

Aannmdlbowmsacﬁunﬂ[a;ofﬁupm-}lumgunmmdnm,mhmm 1998 Decislon No, 60975, the
Commission expreasly declined to grant Citizens' requent for apmovel of the Infrestructure Agreament. Thereaftor,
it fallure % obtain such wist acknowledged In the November 24, 1998 Letier Agreement between Citizes,
Del Webb and Anthemn Ariema, LL.C.; mmnmmmmrmmmmmmmﬁrmﬂm

1|45 days after cxcoution of the contemplated First Amendment to the Infrastructure: Agreement. That subsecqoant

Tequest for retrwral wan 4 sublect of Declsion No, £3445, as diacumssed in Section II(C) sbove; and, s discrased in
Section [I(D) ebove, in s June 5, 2002 Decision No. 64297, the Commissien expresaly stated thet st oo tims
mm;mmhm.mm}hﬂnmwmmmw

75725
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proceedmgs and, it is Anthem’s position that disputed refund payments to Pulte should
(i) be permanently cxcluded from AAWCs rate base and (i) not accorded any relatod
ratcmaking recognition by reason of such failure.
B.  Failure To Camply With A.A.C. Ri4-2-406. _

AA.C, R14-2406 of the Commission®s rules and regulations for water utilities
governs the subject of Main Extension Agreements, as well as off-site and “hackbong™
facilities » connecticn with the provision of water service. In that regard, A.A C. R14-2-

| 406 provides in pertinent part s follows:

“R14-2-406. Main exteuion aglumuuu
A. Bach utlll Y.

¢ conditions

B Annpphcantfoﬂhewﬂmmmoi‘mmnsmayhere uired to
pay to the Company, as a refundable advance in aid of
construction, beﬁummu‘h'uchonlsoommmed.ma
Ssto reasonable cost of all mains, including all valves

1, Inthzevmtthatadﬂtlonal _lllll oy L'L.I!.‘ D

thr.ncwsemw Or Sexyiees requested. and the oost
of the s uf'mm[?’f'ﬁ_-q_u_. ortmnateto
apticipate 1mﬂf"ﬂ from fiture
consumers using these tacilitie thees AT

eagonable cogt of such :15:7' taciiities may ba
ncluded in refisndable mmmm of copstruction
bo be paid to the Company.’ emphasis 3 |ﬂm

othursucmm mmtematwhm v

received notice and evidence of such assipnment or

Sugomim’am]nm amount equal ig 0% of the tats
vate ;,=m--|-;m-

fora enod 0

E'"Fﬂﬂi "“Fﬂ =
ompmyonor hefon theSlst ofAugustofmh

yeat, covering an' rs waler fevenues
inewed during th g lut to Junz 30th period.
; ar

157925
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(A3l ghA I;-III nom-refimdable. in L_n ease the

balance not refunded shall I-“lv-"i' a coniribotion in
‘A 0T oS uun ﬂmmo e '1u|

‘refunds u hall In o even the total of

3’31‘1% pmdle e i Tl tsmcﬂ -
] OO ROY AIMOI

Comy nnyshul]? Wﬂ'ﬂmmy

from uny lines, other than customer service lines,

leading up to o %heft‘ﬁ.'omttharummmn

E. advancedmmd construction of main .
extensions shall be refunided in accord with the rules of
this Commission in force and effect on the date the
agreement therefor was executed. Aﬂeostsmdmmam

: exhnslmﬁommmmtﬂedmtaaﬂﬂlhead
this rule shall be refunded as provided herein.” [emphasm

Hmmmnmmmmudmsﬁmmmomumnmummhmmtwm
mm-mﬂnumwmwhmmmm“mmz 19832,
“mm:m(&&ﬂmmm:wmﬂwﬁmmRMmmm
diffareat approach with regard to advances tn-aid-of construction and refimds.  Thiz spproach Includes referencs 1 the
utilify’s sewet extension 1Y,  maxisum foomps and/or equipment allowaice, and an econatnic feastblifty analysls
for sewer main extonsions in exoess of the maximmm footage andior equipment sllowance. No such cconomic
ﬂumﬂm’mmWemwhwbmwbmmdmmmmmeuwWMWWd

the Infrastructure Agremment. Moreover, the timelins for end noatent of the rofimd formula set forth in Extibit B to
‘mmmwmmmmmc.numcm whwhprmldu

“f after five yoars from the vility's receipt of the advance, the advance has oot
been totally refimded, the advancs ehall be considered a comtribution in sid of
eonstruction and shall no Jonger be cefindable ™ [emphasis added]

mmﬂuhmdﬁrm:mmmnwm&mﬁmmﬂnfﬂuhﬁmw
Tofmd mranpemenit for sewer and waktewates Inftasuctore was not recuired, n waiver of of varisnce from ACAC,
R14-2-E06(CXS) would lave been necesmsary; and, there is no record of such a waiver of variance cver having bean

pranied by the Cometlaslon. Ascondiagty, wmmmudﬁrmmmmmmmwhkhhdmc
157925
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| A carcful exsmination of the Infmslmcture Agremnent readily discloses that {1'.) it
embraces the concopts of(a)amam extengion agrmtnnd{b} magrewnmt for the
funding of off-site or “backbone” facilitie to be constructed in connection with both the
initial development end the ultimate build-out of the Villages at Desert Hills (Anthem)
Project; and, (ii) it provides for refunding of amounts advenced by both the Developer and
Citizons, Examples of these concepts and related provisions are found in Recital “F,”
Section 3.1(c)-e) and Seotion 3.2(d)-(h) of the Infrastructure Agreement, which were
discussed in Section I(A}2) above of this Pre-Hearing Memorandum, as well as in the
Infrestructure Agreement charts and refond formula mchedhqemmppmdi&s b i
through “B.” |

3. Follure fo Obssin
Approval Pursusnt to A.A.C. R1£-2-406(M)
A.AC, R14-2-406(M) expressly provides that agreements guch ag the Infrastructure |

|| Agreement must be filed with and appmved by the Commission’s Utilitica Division. The:

discussion set forth above in Section TI(A) of this Pre-Hearing Memorandum establishes
without a doubt that the Infrastructure Agreament has never been approved by cither the
Corwissian o its Utllties Division. The fact that on previous occasions the
Commission’s Staff may have recommended that the Commission oot act oo 4 request for
approval neither alters nor mitigates the fact that the requisite prior appeoval of the

1 Commission has never been cbtained.!?

been eefiunded within five (5) years from the date of advance became contributions in-aid-of construction, snd thus
wert 10 Jonger ool et to rafimd.

1'*‘hmmnuwumhmhmﬂum’smmmnmmo{m
“private contract" between the otigital parties to tie Infmynoetore Agreement, as well es their respective succeson-
in-npevest Thos, i this comext, the “privee contriee” Tationals relled vpon by the Commiksivn nd its SWIT i
connection with Docislon No, 64897 {discussed i Sactions II(D) and TIKAX3) sbove) wan mcoasigtent with the

C:j:;miﬂlonsmng:hhm As previowly discussed in Stotiom HI(AX3) abeve, the “private contract™ ratlonale
57905
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| Of Follure to Obtain Requisite A.A.C, R14-2-406 Approval

AAC.R14-2-406(D) prescribes a 10 percent/10 year refund formula thet is to be
used as a guideline for the refund of advances in-gid-of construction. It also allows for
altemmative refund arrangements, provided that the prior Cnmmissionilppmval of the refund
arrangement required by A.A.C. R14-2- 4&6(M}hasbem obtained. In addition, A.A.C.
R14-2-406 requircs that advences made under the provisions of an agreement which has -
not boen previously appmved

m:l;allﬂlgigvnmedmdy due and payablz io the person

Thus, the question to be addressed at this time is what should be the ratemaking
consequence of the failure of Citizens and AAWC to obtain that prior approval of the
Infrastructure Agreemenhequuedmdcrhﬁ C. R14-2-406, given that (i) the refund
formula provided for in the Infrastruchwe Agreement ia substaatially different from the
guideline set forth in A.A.C. R14-2-406(D), and (ii) virtually all of the funds advanced
under the Infrastructure Agreement have already been refunded. Anthem submits that the
appropriate means for resolving that question is to (i) pormanently exchude from AAWC’s
rate base, and (ii) deoy any associated ratemaking recognition of the disputed refund
payments made by AAWC to Pulte* |

More specifically, while the language of A.A.C. R.14-2-405{D) sugpests that there
may be variations of the 10 pen::fl{l ywr.funm:h therein prescribed, A.A.C. RI4-2-
406(M) clearly indicates that approval of such vatistion by the Commission’s Utilities
Division is a regulatory prerequisite to implementation of the same. In this instance, such

cannct and docs not legelly exvuse the failwre of both Citizeny and AAWC to comply with the prier approval
requircment of A R.S. §§40-301 ¥ 3oy,

18 Ths gyms question end nuggested means for resolntivn 80 thel fallyre to obtedn a “waiver” of the
othmP 1.~ammm.1m:lrl’nnmi'mlnm:’ar:mcmn'lbm'h:f consiruction provision undec ALALC. R14-2-
606(C)(3).

TIMES
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approval was never obtained by Citizens or AAWC.® Mbreaver, as discussed in Section
TKD) above of this Pre-Hearing Memorendum, in bath (i) a December 4, 2001 Comumission
Staff Report, and (ii) the Commission’s June S, 2002 Decision No. 64897, & concarn was
expressed that the Infrastructure Aglwmem contained

OMMIsKION’S

———_——__Ene[Decn]nmNo 64897 at page 6, (s 14.5-15.5] [enphasis

As a consequenoe, it is reasonable to conetude that the Commission might never have
approved the refinding arrangement and formula provided for mﬂmlnﬁ'aslructum
Agreement, particularly since it contemplated and provided for a refund of virtually all of
the funds advanoed under the Infrastructure Agreement without & supporting coonmic
feasibility analysis.

Inthat regard, A.A.C. R14.2-406(B) expressly recognizes that, in certain situations,

. the cost of the ad&hmg}d[buckbm] facilities is
proportmml:toannmpn mtﬂ derived from

p

and, A AC. RI4-2—W6@I) requires that amy proposed trestment of such additional eosts as
refundable advences in-aid-of construction be subject to the requirement of priot
Commision approval. The prospect that “additional costs™ of this nature were
contemplated by the ociginal parties 15 the Infrastructure Agreement is confirmed by the
language of the spreement itself: o

*7.10 Risk TrestCo. As t,

n;gﬁm%m g:%"u" dod in his Agroomen

Facilities, Prcilities, bsequmt Facilitles and

related costs;nbz certain rate moratoriums, rate-of-return

guaran theuseofdeﬁerreddeprecmnmmeth a
O on%them]iyﬂmtthetg’;oectmﬂnotbedwel ' 28

I] n - - 44
Cmmssmnrste—sethn dlesmdcustoma:smllmtbe
asked to bear the cost o ptudmtmvemnmtﬁ’rftmneseruw

19 Bimbinrly, mmepﬁunmﬂmﬂuﬁ)-)wmfmdpmnd,whxhﬁ.mc xu—z-mﬂc}mmmyimmup
sewet collestion main cxtension agreements, wonld alo requine an exception by the Commission’ in the form of a

*walver” or “varlance.” As notzd sbove, it appears soch 8 “walver™ or “varience™ hes never been obtained.

757925
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page 5] [emphasis added]
As indicated in Boction IN(AN2) above of this Pre-Hearing Memorandum, pursuant to
Section 3.1(c)-(e) and Section 3.3(d)<h) of the Infrastructuro Agreement, virtually all of
the funds advanced by Developer and TreatCo for thes: “additionsl facilities” were
intended to ultimately be refunded to those entities through operation of the refund formula
attached to the Infrastructure Agreement na Bxhibit B, which is in martked sontrast to the 10
percent/10 year refind guideline set forth in A.A.C. R14-2-406(D)® Moreaver, as also
noted above, the Commission has never approved the Exhibit B refund formla, Rether,
both the Commission and the Conmmission Staff have expressed concern with regard to the
“unequal refunding structures” provided for under the Inﬁ'nsuuctureAgreemeutmd
Exhibit B.

I addition, the “immediate refund® sanction provided for in WAAC, R14-2-406(M),
in the event of the affected public service corporation’s failure to obtain the prerequisite
peior appraval, is of no significance in the current situation. That is because virtually all of
the fimds to be refunded pursuent to the Infrastructuve Agreemeat and refimd formula have
already been refinded. Gwenthm ciroumstance, an appropriate regulatory sanction would
be (i} parmanent exclusion from AAWC’s rate base and (ii) denisl of related ratemaking
recognition of the disputed refund payments made by AAWC to Pulte.21

20 Similarly, the twelve {1 provided for in the November 24, 1998 Latter Agreement, discussad in
Becticn II(H) 4 whove, slearty {2},'” mnd:ﬂuﬁn[i}ymrnﬁmdpmudmuﬂ.ﬂdhhﬁ%kl‘li
505(’5'-)(5)

21 f that regard, soch pevinanent exclusion from rate base and demial of g recognitim would sppear to alao |

be consistent with fhe ratzmaking rextment prescribed in AAC RIM-WG(CXS).
FLL
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IV,
CITIZENS AND AAWC HAVE EACH ACTED UNREASONABLY,
IMPRUDENTLY, AND IMPROPERLY BY (f) FAILING TO OBTAIN THE
REQUISITE PRIOR COMMISSION APPROVAL OF THE INFRASTRUCTURE
AGREEMENT, AND (i) MAKING REFUND PAYMENTS ON THE
BASIS OF ASSUMED LEGAL OBLIGATIONS
. Both Citizens and AAWC are well-established and multi-stats utility enterprises,
snd each has 8 history of years of experience in the rogulated monopoly context which
amtedates the September 29, 1957 Infrastructure Agreement. Each has the financia)
wherewithal to employ or retain competent legal counsel 1o advise it as ta its legal and
regulstory respemsibilities under Arizona law; and, cach has 8 responsibility to both irs
matepayers and investors to timely and fully discharge those responsibilities. When the

histary of the Infrastructure Agreement is examined between the date of its 1997 inception

and the present, it becomes readily apparent that both Citizens and AAWC fuiled to timely
obtaining Commission approvel of the Infrastructure Agreement.

In the case of Ciﬁzens,'it should have gpggm_calhrequeated{:ommmm approval
of the Infrastructure Agresment pursuant to both AR.S. §§ 40-301 st seq. and A.A.C. R14-
2406 at the time that Citizens, DistCo and TreatCo filed their October 29, 1997 Joint
Application requestinig authoeization to provide water and wastewater service to the
Villages at Desert Hills (Anthem) Project. The pirior Commission approval roquirements of
both A.R.S. §§ 40-301 ef seg. oud A-A.C. R14-2-406 were in existence at that time and
presungbly known to Citizens and its legal counsel; and, specific approval pursuant to -
those stetutory zmd legal provisians should have been requested, but was not.33

22 Bimilarly, s “walver™ or “vnriance” from the provisions of A.AC. R-lkm(ﬁj(ﬂ,ihmld have been requested,
{ 4 . >
75025
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Mareover, when the Commission initially declined to address the Infrastructure
Agreement in its June 19, 1998 Decision No. 60975, the Citizens Joint Applicants should
have requested rehearing and specified why receipt of the afovessid prior Commission
approvals was not only a statutory and regulatory prerequisite, but also a coniractual
presequisite to their ability to proceed with the Villages at Desert Hills (Anthem) Project.?
However, for some unknown reason, the Citizens entitics clected nnt'vtodt:so.. Similarly, as
discussed in Section IHC) and (D) sbove of this Pre-Hearing Memoranduis, the Citizen |
entities thercafier again fhiled to receive Commission approval of the Infrastructure
Agrecment; and, once again, they failed impress upon the Commission and it Staff the
statutory end tegulatory necessity of addressing the status of the Infrastructure Agreement
within the specific context of AR.S. §§ 40-301 ef seg. and A.A.C. R14-2-406.3

In the caze ofAA‘V;TC, it dmbc:pruumed-to have known that the Cotmunission had
not approved the Infrastructure Agreement at the time it agreed to succeed tu.(‘,_iﬁzms}
responsibilities and obligations thereunder. As noted in Section II(D) above of this Pre-
Hearing Memorandum, in its March 13, 2001 Decision No. 64897, the Commission
indicated that as of that date it lm;d nﬁm

whﬂmndmm Nc). 6489'7 at eﬁ lma
10.5-11.5) [emphasis mm pag ’

B Ap peevioinly npted, Seaction 14.16 of the Infrastructurs Agresmiant exprossly provided that

“This Agremnest is guisiogs ts epprovel by the Commission an ar before Avgunt
15,1998." Temphenis added]

hﬂmmﬂhﬂml%lﬁ{i)wwﬁdmrﬁum&nMwmmmbfﬂnmmAWmmﬁ
absecs of Hingly recsipt of 8 Commission arder approving the Infrastructurs Agresment a3 comtemplated by the
gignatory partics. The omly smendment of that natore sppeats to have been in the form of the November 24, 1998
Letter Agreement discussed in Sectinn TI(R) above of thin Pre-Hearing Memarandum; and, subsequent sveats clearty
indicate that Del Webb never exarcised ity Saction 14.16(d) right 19 terminate the Infractrugiure Agreatient by reason
of the fiibure to obiain Comeuission sypoval of the same.  That being the case, Citizens and AAWC each showld have
had sdded incantive to press for tinsly and definitive Commissicn action o the Infrmstructare Agtecaient, glvon their
substantial refund oblpations thereunder,

24 As woll as within the contert of A A.C. R14-2-606.
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Nevertheless, and despite this knowledge of the Commission’s posture on the status of the
Infrastructute Agreement, which AAWC presumably acquired during fts “due diligence”
relating to the contemplated acquisition of Citizens’ water and wastewater psseis in
Arizona, AAWC entered into the December 12, 2002 Third Amendment to the
Infrasructure Agreement pursuant to which AAWC and Del Webb stated that the
[uﬁastruchm Agreement

i3 horoby ratificd, ponfirmed and spptoved” |
except as 1o modifications purguant to the Thi:ﬂAmendmmtwhich'mnotrelwmﬂothc
instant snalysis. Moreover, AAWC thereafter proceeded to make rofunds pursuant to the
Infrastructure Agreement and refind formula therein provided, with the knowledge thet
(i) the same had never been approved by the Commission and (if) the Commission was
expresaly concemed that the Infrastructure Agreement contained

o fommistion g s g 'ia: mmmnNo. 4897 at
Further, AAWC did so with the knowledge that in Decision No. 64897 the Commission
also had stated that

in some future mate proceeding.  In this instance, the “public interest” ﬁ SYNONYmMous with
the financial inferests of AAWC's Anthem Water District and Anthem/Agua Fria

1| Wastewater District ratepayers; and, that “future rate proceeding™ is the instant

75728
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Against the preceding background, it can and should be concluded that both Citizens
and AAWC acted anreasanably, imprudently and improperly by (i) failing to explicitly
request and obtain the prior Commission approval of the Infrastricture Agreement required
by AR.S. §§ 40-301. et seg. and A A.C. R14-2-406, and (ii) proceeding to make refund
payments thereunder in the absence of such prior Commission approval. The Commission
i not in a position at this time to address the fibure(s) of Citizens. However, it is fn a
position ta address the failure(s) of AAWC within the context of the instant proceedings;
and, it should do 50 by (i) pettmancntly excluding from AAWC's ratc base and (if) denying
any associated ratemaking recognition of the disputed refund paymeais made by AAWC to
Puliz, ; _

V.
CONCLUSION .

For the reasons discussed above in Secﬁmslltlmughw of this Pre-Hearing -
Memorandum, Anihunhm'eby requests that in its ultimate Opinion and Order in the instant
proceedings the Commission (i) permanently exchude from AAWC’s rate base and (ii) deny
any associated ratemnking recognition of the disputed refund payments made by AAWC 1o
Pulte, . . '

Dated this 16® day of April, 2010.

Respectfully submitted,
Judith M. Dworkin

TR

4250 Norih 4th Floor
‘Scottsdals, Arizona 85251-36’93

and

Lawrence V. Rnhertsm, Tr.

P, 0O, Box 1448
Tuabac, Arizona 85646-1448

h‘mm
for Anthera Comeminity Covncil

28998
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i - " PAYRENTS (Due On July 1, Ench Yoar)

i (o PhosalvAmss  {Phoanbe-Ara

) Service) Sacvios)

1 2004 § O 1ADD0 § 1,812,000
2 2005 1220000 - 4,749,000
3 2008 1,210,000 1,539,000
P 2007 1,100,000 1,628,000
: 5 2000 900,000 1,418,000
i 8 2009 BAO,000 1,308,000
7 2010 . 715000 1,144,000
8 2014 800,000 . 1,028,000
o 02 484,000 ' 913,000
W . 2n3 368,000 797,000
N 2014 . e - 237,000
2 - 2018 - 3 122,000
13 218 - 9,000
14 TOTAL $ 9,150,000 $ 13,804,000
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EXBIBIT B
REFURDE OF ADVANCES

1.  TreacCe will pay to Citizens and Developer rafunds
of Citizens’ Advances and Developer’s MAdvances (collactively
cRefunda"} aa followes:

2. Refunds in the amount of $5,000 per ERV firat
taking service during & calendar year will be made on July 1 af the
fallowing year, the seventh month following the end of the ecalendar
yaay of che ERU connecticon. For example, nc:fund; foxr ERD

- Gennections in 1959 will ne Zus on Juily %, z'onc.. Of this rorcal

refund smpunt, and subjece to Sections 3,3(e), (f) and (), 25%
{31,250 pexr ERU} will be payablas to Citizens and 75% (53,750 par

ERU] will be payakle to Deve‘_cper.'

5., Once at lesst 3,500 ERU have besn connecrad,

- Refunds will retroactively incressa by $840 per ERU, and subsequent

Refunds will be in the amount of"ss,aon per ‘ERU until 7,000 ERU
have been connected. The paymeat mada on the July 31 follewing the
Vear in which the 3,500th ERU is connected will acccunt for all of
the IRDx previcuxly connected to the DistCo system. Subseguent
Refa:i:d- will be omly for the incremencal ERUs  {1.e.. those in
excesy of the initial 3,500]) in each of tha preceding calendar
yea::i. £f thase amounty, and subject to Bections 3.3(8), (£} and

Lol FLT T B-1




{g), 25% (1,450 per ERU} will be paysble to Citizena and 75%
(84,350 par ERU! will be payskble to Developer.

€. Oace at lsast 7,000 ERU have besn connectad,
Refunds will retroactively increase by 5300 per ERU, and subseguant
Refunda will be in the amount of #6,100 per BRU. The payment made
on' the July 1 ‘Zollowing the _year. in which tha ?.ﬂﬂﬁﬁh ERU is
connected uili account for all of the ERUs Previously connected to
the DistCo system.  sSubsequent Refunds will be only for the
incremental ERUs {i.a., thosa in sxcess of che initial 7.00Q} in

sach of the precading calendar years, OF chese amounca, and

‘subdect to Sections 3.3(el, (f) and {g], 25¢ (51,525 per ERIN will

be payabla to Cicizens and 75% ($4,575 per ERU} will be paysbie to
novhlnpe:.

2. once a toesl of 10,000 ERU have Deen connecied
withiz the Project, true-up payments will be made (i) to Duvelsper
for unrefunded Developer’'s Advancas and {ii) to Citizesns Zor
unxefunded Citigene' Advances. Foy additiocnal ZRUs in excess of

the firer m.aon. Refunde will continue to be made aftar the tro -

up paymsrc at the annual rateg sat forch in garagragh [c} IM"-'I..

subject ts the limiracions sec forvh i2 paragraph 2 balow.

a. At Build-Out, = final trus-up payaent will be
nade {i] te Devaloper for the remaining unrefunded Developer's

BakLEAS. 25 . B-2




Mvances and (ii} to Citizens for the remaining unvefunded .
Cleizens’ Advances,

£. Any Refunds no: made by July 1 of wny year wil)
bear interest Zyow Juiy 1 of that yeayr at the Prime Rate plus 2.00%
per apzam until paid, '

2. The totzl amount of all nutum:.!a to . be made to
Developer will not exceed the total amount of Devalopar’s Advances
{plus any ipplicn.bh interest undar paragraph 1{f) above, which
intaxsst iw not to be construsd e part of the Refund), less
payrenta wade ts Developer by TreatCo under Sacticn 8.12(hi. The
totzl amount of al_;l Amfunds to be mads to Citfzens will not sxceed
ths total amount of Citizens® Advances (plus any aprlicable
incerest under' paragraph 1(f} ebove, which intewest is Dot to be
ée:u_l::ued as part ©f the Refund), larg seymente msde to TraacCo by
Developer under Section’ §.13(k}. Dividsnds declaved or paid hy

Tredtlo to a xhareholday of Treatlo é2 not cm:iau:-.n Refunds.
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Schedule
Anthem - Legal 1

Arizona American Water Company
Docket Nos. W-01303A-09-0343
and SW-01303A-09-0343

June 18, 2010



ARIZONA-AMERICAN WATER COMPANY

ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343

ANTHEM WATER & WASTEWATER DISTRICTS

ANTHEM/AGUA FRIA WASTEWATER DISTRICT

Anthem Legal
Schedule 1

Comparison of Staff, RUCO and Company Revenue Requirements With Proposed Anthem Legal Amount

PULTE ADJUSTED
RECOMMENDED NW PLANT LEGAL LEGAL
DESCRIPTION PER FILINGS ADJUST. (1) ADJUST. (2) AMOUNT
STAFF: (3)
Rate Base $44,35¢,326 -$2,482,145 -$6,256,813 $35,620,368
Adjusted Operating income 169,800 127,316 40,834 338,050
Required Rate of Return 7.20% 7.20%
Required Operating Income 3,193,871 2,564 666
Operating income Deficiency 3,023,971 2,226,616
Gross Revenue Conversion Factor 1.6561 1.6561
Required Revenue Increase 5,007,999 3,687,500
Adjusted Test Year Revenues 8,637,123 8,637,123
Percentage increase in Revenues 57.98% 42.69%
RUCO: (4) )
Rate Base $47 558,242 -$3,345,499 -$6,256,813 $37,955,930
Adjusted Operating Income 23,202 253,935 40,834 317,971
Required Rate of Return 6.77% 6.77%
Required Operating Income 3,219,693 2,569,616
Operating income Deficiency 3,196,491 2,251,645
Gross Revenue Conversion Factor 1.6561 1.6561
Required Revenue Increase 5,293,708 3,728,950
Adjusted Test Year Revenues 8,634,567 8,634 567
Percentage increase in Revenues 61.31% 43.19%
COMPANY: (5)
Rate Base $45,416,602 -$2,482 145 -$6,256,813 $36,677,644
Adjusted Operating Income 88,073 127,316 40,834 256,223
Required Rate of Return 7.20% 7.20%
Required Operating Income 3,269,995 2,640,790
Operating income Deficiency 3,181,922 2,384,567
Gross Revenue Conversion Factor 1.6683 1.6683
Required Revenue increase 5,308,401 3,978,174
Adjusted Test Year Revenues 8,634,017 8,634,017
Percentage Increase in Revenues 61.48% 46.08%

NOTES:
(1) Per Surrebuttal Exhibit DLN-3

(2) Pulte Refunds of $920,490 for 2007 and $5,336,323 for 2008

(3) Per Staff Schedule GTM-1

(4) Per Attachment RCS-3 to Direct Testimony of RUCO Witness Ralph Smith - Anthem/Agua Fria Wastewater
(5) Per Company Rebuttal Schedule A-1 - Anthem/Agua Fria Wastewater




Schedule
Anthem - Legal 2

Arizona American Water Company
Docket Nos. W-01303A-09-0343
and SW-01303A-09-0343

June 18, 2010



Anthem Legal

Schedule 2
ARIZONA-AMERICAN WATER COMPANY
ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS
ANTHEM WATER DISTRICT
Comparison of Staff, RUCO and Company Revenue Requirements
With Proposed Anthem Legal Amounts
PULTE ADJUSTED
RECOMMENDED LEGAL LEGAL
DESCRIPTION PER FILINGS ADJUST. (1) AMOUNT

STAFF: (2)

Rate Base $57,368,047 -$17,037,609 $40,330,438

Adjusted Operating Income 548,175 98,580 646,755

Required Rate of Return 7.20% 7.20%

Required Operating Income 4,130,499 2,903,792

Operating income Deficiency 3,582,324 2,257,037

Gross Revenue Conversion Factor 16578 1.6578

Required Revenue increase 5,938,777 3,741,715

Adjusted Test Year Revenues 7,483,274 7,483,274

Percentage Increase in Revenues 79.36% 50.00%
RUCO: (3)

Rate Base $57,291,754 -$17,037,609 $40,254,145

Adjusted Operating Income 667,437 98,580 766,017

Required Rate of Return 6.77% 6.77%

Required Operating Income 3,878,652 2,725,206

Operating Income Deficiency 3,211,215 1,959,189

Gross Revenue Conversion Factor 1.6578 1.6578

Required Revenue Increase 5,323,552 3,247,943

Adjusted Test Year Revenues 7,473,818 7,473,818

Percentage Increase in Revenues 71.23% 43.46%
COMPANY: (4}

Rate Base $57,422,164 -$17,037,609 $40,384,555

Adjusted Operating Income 528,986 98,580 627,566

Required Rate of Return 7.20% 7.20%

Required Operating Income 4,134,396 2,907,688

Operating Income Deficiency 3,605,410 2,280,122

Gross Revenue Conversion Factor 1.6538 1.6538

Required Revenue Increase 5,962,627 3,770,866

Adjusted Test Year Revenues 7,482,226 7,482,226

Percentage Increase in Revenues 79.69% 50.40%

NOTES:

(1) Pulte Réfunds of $2,147,810 for 2007 and $14,889,799 for 2008

(2) Per Staff Schedule GWB-1

(3) Per Attachment RCS-2 to Direct Testimony of RUCO-Witness Ralph Smith - Anthem Water

(4) Per Company Rebuttal Schedule A-1 - Anthem Water
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EXHIBIT DLN-1
Revised 3-10-10

e ARIZONA-AMERICAN WATER COMPANY
‘ ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
3 ANTHEM WATER & WASTEWATER DISTRICTS

Rate of Return and Utility Plant Adjustments to Partially Mitigate Rate Shock

ADJUSTED
DESCRIPTION AS FILED (1) ADJUSTMENTS AMOUNT
WATER:
Rate Base (2) $57,430,024 -$12,666,752 $44,763,272
Adjusted Operating income (3) 514,449 257,236 771,685
— Required Rate of Return (4) 8.53% -1.20% 7.33%
Operating Income Regmt. 4,898,781 3,281,148
Operating Income Def 4,384,332 2,509,463
Gross Rev. Conv. Factor ) 1.6578 1.6578
Increase in Gross Revenues 7,268 346 4,160,187
Adjusted Test Year Revenues 7,483,274 7,483,274
Revenue increase Percentage 97.13% 55.59%
WASTEWATER:
Rate Base (5) $47,735,732 -$4,408,870 $43,326,862
Adjusted Operating Income (6) -191,785 96,142 -95,643
Required Rate of Return (4) 8.53% -1.20% 7.33%
Operating Income Reqmt. 4,071,858 3,175,859
Operating Income Def. 4,263,643 3,271,502
Gross Rev. Conv. Factor 1.6561 1.6561
Increase in Gross Revenues 7,061,019 5,417,834
Adjusted Test Year Revenues 8,637,123 8,637,123
Revenue Increase Percentage 81.75% 62.73%
NOTES:

(1) Per Company Original Wastewater Filing and Revised Water Filing

(2) Pulte Refund - Gross Utility Plant $14,889,799 Less Accumulated Depreciation ( 14.93%) of $2,223,047
(3) 2008 Depreciation ( 2.80%) of $416,914 less Income Taxes ( 38.3%) of $159,678

(4) Adjustment to Reduce Rate of Return to 7.33% per ACC Rate of Return Finding in Decision No. 71410
(5) Puite Refund - Gross Utility Plant $5,336,323 Less Accumulated Depreciation { 17.38%) of $927 453
(6) 2008 Depreciation ( 2.92%) of $155,821 less Income Taxes ( 38 .3%) of $59,679
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EXHIBIT DLN-1

- : Surrebuttal
ARIZONA-AMERICAN WATER COMPANY
| ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS
NORTHWEST WW PLANT ALLOCATION
Anthem/Agua Fria & Sun City West Customer Growth Rates
END OF NEAF CUST. % - SC WEST CUST. %
DESCRIPTION YEAR CUST. (1) GRTH. GRTH. CUST. (1) GRTH. GRTH.
N HISTORICAL: 2004 (2) 602 14,920
2005 1,079 477 79.24% 14,931 11 0.07%
2006 2,581 1,502  139.20% 14,978 47 0.31%
2007 . 2,875 294 11.39% 14,985 7 0.05%
2008 2,816 -59 -2.05% 14,968 -17 -0.11%
2009 2,914 98 3.48% 14,962 -6 -0.04%
B STAFF PROJECTIONS: 2009 3,520 704 25.00% 14,982 14 0.08%
2010 4,224 704 20.00% 14,996 14 0.09%
2011 4,928 704 16.67% 15,010 14 0.09%
2012 5,632 704 14.29% 15,024 14 0.09%
2013 6,336 704 12.50% 15,038 14 0.09%
REVISED PROJECTIONS: (3) 2009 2,914 98 3.48% 14,962 -6 -0.04%
. : 2010 3,025 111 3.81% 14,962 0 0.00%
2011 3,136 111 3.67% 14,962 0 0.00%
2012 3,247 111 3.54% 14,962 0 0.00%
2013 3,358 111 3.42% 14,962 0 0.00%
NOTES:

(1) Historical Year End Northeast Agua Fria ("NEAF") Customers for Years 2005 Through 2009 Per Company Responses to
Anthem Data Requests 4.8 and 4.9.

(2) 2004 Year End Customers Per Staff Engineering Report in Docket WS-01303A-06-0491; NEAF Customer Count
is January 2005.

(3) Projected 2010 Through 2013 Customer Growth for NEAF Based on Average Growth for Three Years of 2007
Through 2009; Sun City West Projected Growth Rate is Flat.
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EXHIBIT DLN-2

Surrebuttal
ARIZONA-AMERICAN WATER COMPANY
ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS
NORTHWEST WW PLANT ALLOCATION
Calculation of Allocation Percentages
DESCRIPTION AMOUNT PERCENT
STAFF ALLOCATION PERCENTAGES (1)

NORTHEAST AGUA FRIA ("NEAF"): :

Number of Customers at End of Test Year (2008) 2,816

Estimated Annual Growth (2005-2008) (2,816/4) 704

5 Year Projected Growth (704"S yrs) 3,520

Projected Number of Customers in 2013 (2,816+3,520) 6,336

Maximum Peak Daily Flow During Test Year (gpd/c) 168

Projected Maximum Flow - 2013 1,064,448 | 26.94%
SUN CITY WEST:

Number of Customers at End of Test Year (2008) 14,968

Estimated Annual Growth (2005-2008) 14
. 5 Year Projected Growth (14°5 yrs) 70

Projected Number of Customers in 2013 (2,816+3,520) 15,038

Maximum Peak Daily Flow During Test Year (gpd/c) 192

Projected Maximum Flow - 2013 2,887,296 73.06%

Combined Maximum Flow - Northwest Plant 3,951,744 100.00%
RECOMMENDED ALLOCATION PERCENTAGES (2)
NORTHEAST AGUA FRIA ("NEAF"):

Number of Customers at End of Test Year (2009) 2,914

Estimated Annual Growth (2007-2009) (333/3) 111

4 Year Projected Growth (111%4 yrs) 444

Projected Number of Customers in 2013 (2,914+444) 3,358

Maximum Peak Daily Flow During Test Year (gpd/c) 168

Projected Maximum Flow - 2013 564,144 16.41%
SUN CITY WEST:

Number of Customers at End of Test Year (2008) 14,962

Estimated Annual Growth (2007-2009) (-16/3) -5

4 Year Projected Growth (0*4 yrs) 0

Projected Number of Customers in 2013 (14,962+0) 14,962

Maximum Peak Daily Flow During Test Year (gpd/c) 192

Projected Maximum Flow - 2013 2.872,704 83.59%

Combined Maximum Flow - Northwest Plant 3,436,848 100.00%

NOTES:

(1) Per Schedule DMH-1 Appended to Staff Response to Anthem Data Request 1.1
(2) Based on Projections Shown on Surrebuttal Exhibit DLN-1
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EXHIBIT DLN3

Surrebuttal
ARIZONA-AMERICAN WATER COMPANY
ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS
NORTHWEST WW PLANT ALLOCATION
Pr Rate Bage an Ing In ents to
PLANT ADJUSTMENT | FILED STAFF ADJUST. ADJUST.
UTILITY 32% 28% 16.5% TO STAFF TO DEPR.
DESCRIPTION PLT. CST. {1) ALLOC. ALLOC (1) ALLOC. & CO. (2) RUCO ADJ. (3)

Northwest WW Plant $25,995,575  $8,318,584  $7,278,761 $4,289,270 -$2,980,491 -$4,029,314
Accumulated Depreciation (4) -4,.411,709 -1,411,747 _-1,235,279 -727,932 507,347 683,815
Net Plant $21583,.866 $6.906,837 $6,043,482  $3,561,338 -$2482,145 -$3,345469
Depreciation Adj. - Staff & Co. -$134,826
Depreciation Adj. - RUCO -$181,722
NOTES:

(1) Per Staff Schadule GTM-5

(2) Adjusted 1o Company Rebuttal Rate Base

(3) Staff Composite Depreciation Rate of 4.51% for the Northwest Plant

(4) Staff Adjusted Accumulated Depreciation for the Northwest Plant of 16.971%

OPERATING INC. ADJ. ] ADJUST. ADJUST.
TOTAL PLT. 32% 28% 16.5% TO STAFF TO
DESCRIPTION COSTS (1) ALLOC. ALLOC ALLOC. & CO. (2) RUCO
Labor ) $439,680 $140,698 $123,110 $72,547 -850,563 -$68,150
Purchased Water 46,939 15,020 13,143 7,745 -5,398 -7,276
Fuel & Power (3) 373,211 119,428 60,482 60,492 0 -58,936
Chemicals (3) 414,181 132,538 57,985 57,985 0 -74,553
Management Fees 151,361 48,436 42,381 24,975 -17,407 -23,461
Group Insurance 1,351 432 378 223 -155 -209
Rents 22,082 7,066 6,183 3,644 -2,539 -3,423
General Office Expense 9,818 3,142 2,749 1,620 -1,129 -1,522
Miscelianeous 199,988 63,996 55,997 32,998 -22,999 -30,998
Maintenance Expense 153,567 48,141 42,999 25,339 -17,660 +23,803
Depreciation -134,826 -181,722
Income Taxes (4) 125,361 220,117
Net Operating Expense Adjust. -$127,316 -$253,835
Operating Income Adjust. $127,316 $253,935

NOTES:
(1) Per Staff Schedule GTM-12
{2) Adjusted to Company Rebuttal Operating income
"(3) Staff Variable Cost Allocation Based on 14% Flows
(4) Adjusted for the Effect of interest Synchronization
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ARIZONA-AMERICAN WATER COMPANY

EXHIBIT DLN4
Surrebuttal

ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343

ANTHEM WATER & WASTEWATER DISTRICTS

ANTHEM/AGUA FRIA WASTEWATER DISTRICT

Comparison of Staff, RUCO and Company Revenue Requirements With Proposed Adjusted Amount

RECOMMENDED _ NWPLANT PULTE ADJUSTED
DESCRIPTION PER FILINGS ADJUST. (1) ADJUST. (2) AMOUNT
STAFF: (3) _ :
Rate Base $44,359,326 -$2,482,145 -$4,408,870 $37,468,311
Adjusted Operating Income 169,900 127,316 45,483 342,699
Required Rate of Retumn 7.20% 7.20%
Required Operating Income 3,193,871 2,697,718
Operating Income Deficiency 3,023,971 2,355,019
Gross Revenue Conversion Factor 1.6561 1.6561
Required Revenue Increase 5,007,999 3,900,148
Adjusted Test Year Revenues 8,637,123 8,637,123
Percentage Increase in Revenues 57.98% 45.16%
RUCO: (8)
Rate Base . $47,558,242 -$3,345,499 -$4,408,870 $39,803,873
Adjusted Operating Incom 23,202 253,835 45,483 322,620
Required Rate of Return 6.77% 6.77%
Required Operating Income 3,219,693 2,694,722
Operating income Deficiency 3,196,491 2,372,102
Gross Revenue Conversion Factor 1.6561 1.6561
Required Revenue Increase 5,293,709 3,928,438
Adjusted Test Year Revenues 8,634,567 8,634,567
Percentage Increase in Revenues 61.31% 45.50%
COMPANY: (5)
Rate Base $45,416,602 -$2,482,145 -$4,408,870 $38,525,587
Adjusted Operating Income 88,073 127,316 45,483 260,872
Required Rate of Return 7.20% 7.20%
Regquired Operating Income 3,269,995 2,773,842
Operating income Deficiency 3,181,922 2,512,970
Gross Revenue Conversion Factor 1.6683 1.6683
Required Revenue Increase 5,308,401 4,192,388
Adjusted Test Year Revenues 8,634,017 8,634,017
Percentage Increase in Revenues 61.48% 48.56%

NOTES: .
(1) Per Surrebuttal Exhibit DLN-3

{2) Per Direct Testimony Exhibit DLN-1; Operating Income Adjustment Modified for interest Synchronization

(3) Per Staff Schedule GTM-1

(4) Per Attachment RCS-3 to Direct Testimony of RUCO Witness Ralph Smith - Anthem/Agua Fria Wastewater
(6) Per Company Rebuttal Schedule A-1 - Anthem/Agua Fria Wastewater
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Exhibit Magruder-4

Comparisons of Proposals for Residential Customers
with 5/8 and 3/4-inch Water and Wastewater Services
Provided by Arizona-American Water Company

Table 1 shows the differences between the Company, Staff and Magruder Rate Proposals
at the district level for Residential 5/8 and 3/4-inch customers for each of the eight water
districts. The Monthly Charge and rate blocks in terms of thousands of gallons and cost per
1000 gallons for three to five Tiers. The First Residential Tier has been called a “Lifeline” tier
to satisfy all basic human (sanitation, health, food, etc.) needs for water. The foliowing
proposals are included
* Present Rates (light green)
s Company Consolidated Rate Proposals for All Districts and without Sun City (aqua)
s Company Standalone Rates without Rate Consolidation for Sun City and Anthem in
this rate case (purple)
s Staff Standalone Rates without Rate Consolidated Rates (tan)
s Staff Rate Consolidated Scenarios from Michlik Testimony (orange)
= Scenario 1 - all Districts Consolidated (water and wastewater)
* Scenario 2 — Two groups (SC + SCW) and (all other districts)
=  Scenario'3 — Three groups
- Sun City and Sun City West
- Agua Fria and Anthem and Paradise Valley
- Tubac and Mohave and Havasu
Magruder Scenario 1C (from Exhibit Magruder-3) (grey)

Table 2 reflects the Percentage Change in Total Revenue for Residential and Commercial
customers for each district as a result of consolidation of rates for ALL districts. The Total
Revenue percentage is divided three for a three-step implementation and by five for a five-
step implementation based on Company'’s filings. :

Table 3 shows the same with Sun City not included in the Consolidated Rates used by the
other seven water districts. Mohave used the two groups from Staff Testimony and for

Paradise Valley all three 6/8 and 3/4 rate categories are shown.

The new Table 4 shows the actual cost for the “average” and “median” customers in each
district. Values in parenthesis “( )" in red reflect lower customer cost than at present, while
those with a “+” in navy blue reflect districts with higher rates than at present for the Staff

Scenarios #1, #2 and #3. ' '

Table 5 shows the “Change” from the present or other standalone rates based on the data in
Table 4. '

The new Table 6 shows the Wastewater Rates in dollars for each district and the three Staff
Scenarios with “( )" where the rate decreases and “+” where the rate increases. The
“average customer usage” is based on the total gallons divided by the number of customers
in that rate category and “median customer usage” is for the median or 50" percentile
customer with half consuming more and half using less water.

The new Table 7 expressed the changes in Table 6 in percentages, similar to Table 5.
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T

abie 1

Differences between Company (all districts and without Sun City), Staff (Scenarios 1,
2 and 3), and Magruder Rate Proposals at the District Level

5/8 & 3/4 Monthlyi  First Tier . . . . . .
Residential Proposal Charge| (Lifeline) Second Tier Third Tier Fourth Tier Fifth Tier
(S::i; Present 9 | 03k | $0.719 | 310K | $1.329 | fok+ | $1.792

v3, vé 'Com‘p:-iﬁ'ys » o ' - R
Consol - 4-10k o $379

Scenario 1 |

Scenario 2

Scenario 3 §l

1C
svir;tcity Present ' :

B Commany - stge7 o el
Without Svi {gg['lm;palnyb o ' i $3535 65k+$3 82

Scenario 1 |

Scenario 2

Scenario 3 [

1C [ A
Ag_ua Present
Fria .
v3,v4 | Company A0:0
Consol =
Without SC | Company. . | 10~ i1i26-
va | Consol | 25k | %2095 | sk

Scenario 1

Scenario 2 |
Scenario 3 {

4~
(R

o4k |

Anthem Present” | $17.53 $1.54 |4 10k+ | $3.08.
V3, v4 : ’
Without SC | Co
v4

Scenario 1

Scenario 2 Staf

Scenario 3

1C f
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Table 1

Differences between Company (all districts and without Sun City), Staff (Scenarios 1,
2 and 3), and Magruder Rates at the District Level (REVISION A)

3/8 & 3/4 Monthiyi  First Tier . \ . . . .
esidential | Proposal Charge| (Lifeline) Second Tier Third Tier Fourth Tier Fifth Tier
sbac Present . | $2470 | 0-3k | 310k | s300 |20 | 8600
v3,v4 | Company Leihis e e S T T
Consol $16.97 § 04k | 31 B0k+ | $3.79
Vithout SC | Company Gl ey e L -
v4 | Consol 03k -1 83.82.

scenario 1

staff

Scenario 2

scenario 3

1C

ohave

Present

v3, v4

Company‘,““:‘

Consal ... |

Vithout SC
v4

Company
.Consol.

scenario 1

~ 3cenario 2

scenario 3

1C

avasu

v3,v4 |

Vithout SC

scenario 1 {48

scenario 2
scenario 3

1C

aradise
alley

Present

v3, v4

Company. 5
‘Consol .

Vithout SC

~Compan
v4

scenario 1
scenario 2
scenario 3
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Table 2

Change in Revenue used for Consolidated Rates

(Company v3, v4)
District T(oRt:Iszaet:ﬁ::l:zge Perc_ent change ayear | Percent change a year if
Commercial) if over 3 years .over 5 years ‘

Sun City Increase by 22% +7.3% +4.4%
Sun City West 0% 0 0

| Agua Fria 0% 0 0
Anthem Decrease by 143% - 43.3% - 28.6%
Tubac Decrease by 50% -16.7% -10.0%
Mohave Increase by 60% + 20.0% + 15.0%
Havasu Decrease by 20% +6.7% +4.0%
Paradise Valley Increase by 5% +1.7% +1.2%

Table 3

Consolidated Rates Change in Revenue for Rate Classes
(Company WITHOUT SUN CITY v4)

Total Rate Change

Percent change a year

sy . , Percent change a year if
District (Rg::grenn::acliaa'?d if over 3 years over 5 years
Sun City No change-standalone No change No change
Sun City West Decrease -0.65% -0.2% -0.1%
Agua Fria Increase 2.05%% +0.7% +0.4%
Anthem Decrease by 96.7% - 32.2% ~19.3%
Tubac Decrease by 35.0% -10.2% -7.0%
Mohave Increase by 58.6% + 19.5% +11.7%
Havasu Decrease by 14.5% +4.8% +2.9%
Paradise Valley Increase by 12.8% +4.2% + 2.6%
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Table 4
Residential 5/8 and 3/4 inch Water RATES (in Dollars) for the Commission Scenarios
where +$ means a higher rate than present and ($

) means a lower rate than present.

Average Usage Median Usage
I‘)’Y:ttr‘fgt Monthly | Stand-_ Staff Scenario Monthly| Stand- Staff Scenario
Usage | alone (in $ per 1.000 gallons) Usage | alone (in $ per 1.000 gallons)
(gallons)| Cost #1 #2 #3 (gailons), Cost #1 #2 #3

Sun City West 6,702 | $32.41 | ($25.33)] ($22.33) | ($22.33)| 6,000 | $30.34 [ ($23.75)| ($20.75)] (320.75)
Sun City

» Present 7 954 $16.73 $15.46

* Company ’ $21.37 $19.75

s Staff $18.04 | +3$28.15 | +$25.15 | +$25.15 7,000 | $16.70 | +$26.00 | +$23.00 | +$23.00
Anthem v

* Present 9616 $37.22 533.33

¢ Company ’ $74.59 $66.79

* Staff $65.85 | ($31.89) | ($33.89) | ($35.89) 8,000 | $56.00 | (328.25) | ($30.25) | ($32.25)

| Agua Fria 7,679 $31.18 | ($27.53) | ($29.53) | +$31.53 6,000 | $26.60 | ($23.75) | ($25.75) | +$27.75

Havasu 9,796 $50.36 | ($32.29) | ($34.29) | ($23.69) 5,000 | $35.88 | ($21.50) | ($23.50( | (316.50)
Mohave

Bullhead City 8,070 $18.01 +$28.41 | +$30.41 | +$21.11 5,000 $13.88 | +$21.50 | +$23.50 | +$16.50

Rio 10,239 $20.98 | +8$33.58 | +$35.63 | +$24.51 7,000 | $16.57 | +$26.00 | +$28.00 | +$19.50
Tubac 11,740 $58.36 | ($38.81) | ($41.15) | ($27.70) 7,000 $42.40 | ($26.00) { ($28.00) | ($19.50)
Paradise Valley

General Svc 24,954 $65.81 | +$84.82 | +$89.75 | +$99.25 | 10,000 | $37.66 | ($32.75) | ($34.75) | ($36.75)
P1M1A 20,406 $54.79 | +368.98 | +§73.02 | +$80.24 | 11,000 | $37.90 | +$36.23 | +$38.43 | +$40.93
P1M1B 8,545 $34.83 | ($29.48) | ($31.48) | ($33.48) 8,000 | $34.15 | (328.25) | ($30.25) | ($32.25)
Table §

Residential 5/8 and 3/4 inch Water Rate PERCENT RATE CHANGES for the Present and Staff
.enarlos where +% is a rate increase more than present and ( %) is a rate decrease compared
to the Present Rates

’ Average Water Usage Median Water Usage
Water ‘
District NLC;ngtfﬂy Satli?\cé Staff Scenario (in %) mggtugln Satka):g Staff Scenario (in %) -
Usage | Change #1 #2 #3 Usage| Change #1 #2 #3
| City West 6,702 — (21.85%) | (31.10%) | (31.10%) 6,000 -— (21.72%) | (31.61%) | (31.81%)
LCity ' ' ' :
resent 7084 +68.26% | +50.33% | +50.33% 7.000 —_ +68.17% | +48.77% | +48.77%
‘ompany ' +27.75% | +31.73% | +17.69% | +17.69% ’ +27.75% | +31.64% | +16.46% | +16.46%
taff +7.80% | +58.04% | +39.41% | +39.41% +8.00% | +55.69% | +37.72% | +37.72%
hem - .
resent 9.616 — {14.32%) | (8.97%) {3.60%) 8.000 -— | (15.24%) | (9.24%) (3.24%)
‘ompany : +100.39% (57.19%) | (54.56%) | (51.88%) ’ +100.39% | (57.70%) | (54.47%) | (51.71%)
taff +76.89% | (51.57%) | (48.53%) | (45.50%) +68.02% | (49.55%) | (4554% | (42.41%)
1a Fria 7,679 — {(11.72%) | (5.31%) +1.11% 6,000 — (10.72%) | (3.20%) | +4.32%
‘asu 9,796 — (35.88%) | (31.91%) | (52.95%) 5,000 — {40.08%) | (34.50%) | (54.01%)
1ave : .
illhead City 8,070 -~ +87.77% | +68.87% | +17.02% 5,000 — +54.87% | +69.27% | +18.85%
2 10,239 +60.05% | +69.81% | +16.80% 7,000 -— +56.92% | +68.99% | +17.69%
)ac 11,740 (33.50%) | 26.49% | (52.54%) | 7,000 — (38.68%) | (33.96%) | (54.01%)
adise Valley
weral Sve 24,954 — +28.89% | +36.38% | +50.82% {| 10,000 -— (13.04%) (7.73%) (2.42%)
fMA 20,406 — +25.90% | +33:27% | +46.44% | 11,000 — +4.40% +1.39% +7.99%
B 8,545 - (15.37%) | (9.63%) | (3.89%) { 8,000 — (17.28%) | (11.42% | (5.56%)
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Table 6

Residential 5/8 and 3/4 inch WASTEWATER RATES (in dollars) for the
Present, Staff, and Company Scenarios.

Average/Mean Usage

Water Montnly | 518N | staft Scenario (in$) | Company Scenario (in $)
District Usage | (\on. #2 v3 va
‘ Galllanns Consol- #1 (SC+SC+) All (Sun City
idated) + All others | districts standalone)
Sun City West
* Present NA $25.01
+ Company $31.55 +$34.24 +$50.35
o Staff $31.94 | +$32.97 ($22.46) A
Sun City
* Present NA $13.69
e Company $19.27 +$34.24 $19.27
e Staff $18.05 +$32.97 +$22.46 J
Anthem/Agua Fria
* Present 5,632 $47.36
s Company average | $86.10
* Staff $76.93 | ($32.97)
Anthem/Agua Fria
* Present 7,000 $52.12
« Company median | $94.76
* Staff $95.62 | ($32.97)
Anthem/Agua Fria
(Consolidated) NA . ($32.97) +$66.77 {$34.24) +$50.35
Mohave NA $56.55 | ($32.97) +$66.77 ($34.24) +$50.35
Table 7

Residential 5/8 and 3/4 inch WASTEWATER PERCENT RATE CHANGES

for the Present, Staff, and Company Scenarios.

Average/Mean Usage

Water Monthly Satlz?ug- Staff Scenario (in %) Company Scenario (in %)
District Us.ige (Non- #2 v3 va
Ga’” hs | Consok #1 (SC+SCW) All (Sun City
idated) + All others | districts standalone)
Sun City West
* Present NA -—{ +31.83% (10.96%) +36.91% +101.32%
s Company +26.15% +4.50% (28.81%) +8.53% +59.59%
s Staff +27 7% +3.22% (29.68%) +89.70% +57.64%
Sun City
* Present NA -1 +140.83% +64.06% +150.11% NA
s Company +27.75% | +71.09% +16.55% +77.69% +40.76%
» Staff +7.80% | +82.66% +89.70%
Anthem/Agua Fria e
« Present asﬁgz . — | (30.38%)
* Company el ge +81.81% | (44.83%)
* Staff 9 +62.45% | (57.14%)
Anthem/Agua Fria
* Present nZé%?gn -~ | (36.74%)
+ Company usage +81.81% (40 19%)
* Staff 98 | +83.46% | (65.52%)
Anthem/Agua Fria o o
(Consolidated) NA ——— (31.02%) +40.98% (27.70%}) (6.31%)

Mohave NA - (41.70)% +18.07% (39.45%) (10.95%)
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Anthem Rate Design
Schedule 1

ARIZONA-AMERICAN WATER COMPANY

ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS

- Development of Stand-Alone Rate Design Adjustment Factors

ANTHEM RATE
ANTHEM LEGAL BASE DEFERRAL
DESCRIPTION POSITION (1) POSITION (2)
WATER:
Company: (3)
Adjusted Test Year Revenues $7,482,226 $7,482,226
Required Revenue Increase 5,962,627 5,962,627
Total Revenue Requirement $13,444 853 $13,444,853
Anthem;
Adjusted Test Year Revenues $7,482,226 $7,482,226
Required Revenue Increase (4) 3,247,943 3,716,815
Total Revenue Requirement $10,730,169 $11,199,041
Revenue Requirement Decrease -$2,714,684 -$2,245,812
Rate Design Factor (5) 79.81% 83.30%
WASTEWATER:
Company: (6)
Adjusted Test Year Revenues $8,634,017 $8,634,017
Required Revenue Increase 5,308,401 5,308,401
Total Revenue Requirement $13,942,418 $13,942,418
Anthem:
Adijusted Test Year Revenues $8,634,017 $8,634,017
Required Revenue Increase (7) 3,728,950 3,928,438
Total Revenue Requirement $12,362,967 $12,562,455
Revenue Requirement Decrease -$1,579,451 -$1,379,963
Rate Design Factor (8) 88.67% 90.10%

NOTES:

(1) Anthem Legal Position to Exclude $23.3 Million of Pulte Refunds From Rate Base

(2) Anthem Position to Defer Inclusion in Rate Base of $20.2 Million of Pulte Refunds

(3) Per Company Rebuttal Schedule A-1 - Anthem Water

(4) Based on Adjusted RUCO Recommendations: Anthem Legal, Schedule 2, and Exhibit DLN-5, Surrebuttal
(5) Factors to be Applied Across-the-Board to Company Rebuttal Water Rate Design Recommendations

(6) Per Company Rebuttal Schedule A-1 - Anthem/Agua Fria Wastewater

(7) Based on Adjusted RUCO Recommendations: Anthem Legal, Schedule 1, and Exhibit DLN-4, Surrebuttal
(8) Factors to be Applied Across-the-Board to Company Rebuttal Wastewater Rate Design Recommendations
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Anthem Rate Design
Schedule 2

ARIZONA-AMERICAN WATER COMPANY
ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS

Development of Consolidated Rate Design Adjustment Factors

ANTHEM RATE
ANTHEM LEGAL BASE DEFERRAL
™ DESCRIPTION POSITION (1) POSITION (2)
WATER:
Company Consolidated Revenue Target (3) $71,711,438 $71,711,438
Anthem Adjustment (4) -2,714,684 -2,245,812
Adjusted Consolidated Revenue Target $68,996,754 $69,465,626
Rate Design Factor (5) 96.21% 96.87%
WASTEWATER:
Company Consolidated Revenue Target (6) $21,929,805 $21,929,805
Anthem Adjustment (4) -$1,579,451 -$1,379,963
Adjusted Consolidated Revenue Target $20,350,354 $20,549,842
Rate Design Factor (7) 92.80% 93.71%
NOTES:

(1) Anthem Legal Position to Exclude $23.3 Million of Pulte Refunds From Rate Base

(2) Anthem Pasition to Defer Inclusion in Rate Base of $20.2 Million of Pulte Refunds

(3) Per Company Water Consolidation Model - Version 4

{(4) Per Anthem Rate Design Schedule 1

(5) Factors to be Applied Across-the-Board to Marshall Magruder's Consolidated Water Rate Design Recommendations
(6) Per Company Wastewater Consolidation Model - Version 4

(7) Factors to be Applied Across-the-Board to Company's Consolidated Wastewater Rate Design Recommendations
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